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THE SUBJECT-MATTER 
OF POLITICAL ECONOMY 


Many sciences are concerned with understanding the 
world: some study nature, others study society. Those that 
study nature arc called natural sciences. Those that study 
various aspects of the development of society are called 
social sciences. 

POLITICAL ECONOMY is a social science constituting 
a component part of Marxism-Leninism. 

Marxism-Leninism deals with the general laws governing 
the development, of both nature arid society, with the social¬ 
ist revolution and the building of a socialist and then 
communist society. It is a unified and harmonious doctrine 
including three integral parts: philosophy, political econo¬ 
my and the theory of scientific communism. Political econ¬ 
omy deals with the production of material wealth—the 
basis of the life of human society. 

Production of material wealth— 
the basis of the life of society 

People began to think long ago about what lies behind 
social development, and there are different view's on this. 

igions put the development of nature and society down 
that 0(i S Wi ^’ sc ience and practice have shown 

tn h no supornatura l powers do, in fact, exist. It also used 
to tfr . ou ght, anc i man Y bourgeois scholars still adhere 
is mow, that the development of society depends deci- 
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Sivoly on the geographical environment, i.e., the specific 
natural conditions (climate, the soil, minerals, and so on). 
The geographical environment is, of course, one of the 
essential conditions for the development of society, but 
it is not the decisive one. Over three thousand years in 
Europe, for example, three different social systems succeed¬ 
ed one another, and in Central and Eastern Europe there 
were even four over this period of time. Meanwhile, the 
change in geographical conditions in Europe was so slight 
that the geographical sciences do not even register it. Some 
people believe that the course of history depends just on 
the will of outstanding people—statesmen, generals, and 
the like. In fact, however, while such people can speed 
up or slow down the onset of particular events, they are 
not able to change the course of history. 

What, then, does determine the development of society? 
This question was first answered correctly by Karl Marx. 

In order to live, the primary things people require arc 
food, clothing and footwear, housing and other material 
goods, and in order to havo these, they must produce them 
—people must work. Any society will perish if it ceases 
to produce material wealth, so, as Marx leaches, the pro¬ 
duction of material wealth is the basis of the life and 
development of any society. 

W r hat does the production of material wealth mean? This 
process includes human labour, means of production and 
objects of labour. 

Labour is conscious, purposeful activity of people to pro¬ 
duce materia] wealth. In the labour process, people act 
on nature in order to adapt it to their own requirements. 
Labour is exclusive to mankind. It is an eternal, natural 
necessity and the primary condition for human life. In 
Engels’ words, labour created man himself. 

The production process is out of the question without means 
of labour: those things that people use to help them act 
on and modify objects of labour. Means of labour include 
machinery and equipment, instruments and appliances, 
production premises and installations, all forms of trans¬ 
port, canals, electricity transmission lines, and so on. In 
farming, the land is also a means of labour. The decisive 
role among the means of labour belongs to instruments of 
labour. It is the instruments of labour man uses that de¬ 
termine the force of his impact on nature. In primitive- 
communal society, for instance, people used sticks and 


stones as instruments of labour, so they were usually power¬ 
less before nature. Today man works with the help of 
many machines and his domination over nature has grown 
immeasurably. Consequently, the level of development of 
instruments of labour serves as a measure of man’s domi¬ 
nation over the environment. Marx poinls out that “it is 
not articles made, hut how they are made, and by what 
instrument, that enables us to distinguish different econom¬ 
ic epochs”. 1 

People use instruments of labour to act on objects of 
labour i e, on everything to which man’s labour is applied. 
Man finds objects of labour in the environment, in nature 
itself. All the primary objects of labour—minerals, animals 
and plants, the wealth of the waters -are found in nature. 
Objects of labour that have already experienced the impact 
oi human labour hut require further processing are called 
raw materials. Nowadays, many new objects of labour not 
°und m nature are used. These are materials that man 
. s crcated with preset qualities—polymers, synthetic re- 
fVf’, and t,lo l,kc - ^ ith the help of means of labour, in 
ns labour activities man adapts the objects of labour to 

uct 1 o/ q /u6oiu entS ’ tilG result oi Lbis process being the prod- 

#11 £ Ie ® ns ° f i ab0U ; arld ob i ccts of hibour together consti- 

Drodiirh'nn^ cl pr ° duc f tion > but 0n their °wn these means'of 
p odiaction cannot, of course, produce any material wealth. 

neonlp m0 ^ ®°P hl ® t ! cat °d technology is worthless without 
t}. p i ’ ■ ™ an himself and his labour power constitute 
the decisive factor for any production. 


Productive forces and relations of production 

it ° f devel °P ment Production might be, 

of production 8 tW ° aspects: P roductlv e forces and relations 

cieU’°lqnon 6 l ° rc . es . are means of production created by so- 
SM ly ln + Str T entS 1 0f labour ’ and also the people 
to acquired In m , dt f rial wealth . It is people who, thanks 
qmied knowledge, experience and labour skills, fashion 
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and set in motion means, and particularly instruments of 
labour. They improve them, invent new machines, draw 
new objects of labour into the production process, and 
expand their own knowledge. This ensures the develop¬ 
ment of the productive forces and the production of mate¬ 
rial wealth in adequate quantities. 

People produce material wealth jointly—in groups, so¬ 
cially, rather than on their own. Take, for example, a mod¬ 
ern shoe factory. How many people are involved in the 
manufacture of this one commodity—shoes? Hundreds, 
thousands, and even more people work for the factory in 
manufacturing machinery, leather, thread, needles, and so 
on. Even the small peasant is not isolated from the world 
in producing his bread: he requires agricultural imple¬ 
ments provided by a factory or craftsman; he needs salt, 
matches, soap, and so on and so forth. These are all made 
by other producers. This means that, in the production 
of material wealth, people are tied to and depend on one 
another, that they interact on the basis of specific rela¬ 
tions. 

The relations between people in the production process 
may be technical or economic. Technical relations are de¬ 
termined by the techniques and technology of production, 
and by labour organisation. For instance, in a large-scale 
enterprise there exists a specific distribution of people in 
the work places and workshops in accordance with the 
technological cycle. Day-to-day management of work is the 
responsibility of the engineers, foremen, team leaders and 
operating staff. All these people are in a specific state 
of mutual subordination dictated by the production process 
itself, and technical relations take shape between them. 
Technical relations do not fall within the subject-matter 
of political economy, which embraces economic relations 
or relations of production. 

In Marxist terminology, the relations between people in 
the process of production, exchange, distribution and the 
consumption of material wealth are called relations of 
production or economic relations. These are always property 
relations connected with the nature of the ownership of 
the means of production and products. Relations of pro¬ 
duction may be either relations of co-operation and mutual 
assistance between people free from exploitation, or rela¬ 
tions of exploitation of man by man. This depends on who 
owns the chief means of production: the land and minerals, 


forests, factories and plants, instruments of labour, and so 
on. When the means ot production are privately owned 
and belong not to society as a whole, hut to individuals, 
social groups or classes, relations of exploitation of man 
by man, of domination and subordination are established. 
It is because the workers are deprived of the means of 
production under capitalism that they are compelled to 
work for capitalists. Under socialism, the means of produc¬ 
tion are public property, so there is no exploitation and 
the relations between people are those of comradely co¬ 
operation and socialist mutual assistance. 

People’s relations to the means of production determine 
their position and place in production and the mode of 
the distribution of the products of labour. Under capital¬ 
ism, lor instance, the bourgeoisie, which owns the means 
oi production, have all the products made by the workers 
at their disposal, while the majority of the workers live 
m need Under socialism, where the means of production 
belong to the people (are public property), the objects of 
consumption are distributed according to labour input, and 
a steady rise is ensured in the material and cultural living 
standards ol all the working people. 

There have been five main types of relations of pro¬ 
duction in the history of human society's development: 
primitive-communal, slave-owning, feudal, capitalist and 
communist. 

Each of those is based on a specific form of ownership 
of the means of production. Thus, the basis of the slave 
o\vnmg, feudal and. capitalist systems is private ownership 
ot the means of production, which has inevitably brought 
Avni ? jVi spiit between hostile classes-exploiters and 
exploited. The main feature of these systems is, therefore, 
a fierce class struggle. Only under socialism, where the 
oasis of the relations of production is public, socialist own¬ 
ership of the means of production, there is no class strug¬ 
gle: society consists of friendly classes -workers, peasants 
and the social stratum of intellectuals. 

Together, the productive forces and relations of produc¬ 
tion constitute the mode of production. 

Although the mode of production also constitutes a unity 
0f the Productive forces and relations of production, these 
arc different aspects of it. They interact and influence 
each other, and both develop in the course of the histori¬ 
cal development of society. 
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llie productive forces are the more mobile component 
of the mode of production. They are always changing, for 
people arc constantly improving the instruments of labour 
ancl accumulating production experience. As for the rela¬ 
tions of production, they change depending oil the level of 
development of the productive forces and, in turn, exert 
an impact on their development. 

When the relations of production correspond to the level 
of development of the productive forces, the latter develop 
well. The socialist countries provide an example of such 
a correspondence. Here, production develops rapidly, with¬ 
out crises or unemployment, because it is based on’public 
ownership of the means of production. 

When the relations of production do not correspond 
to the development level of the productive forces, they slow 
down the development of production. This is exemplified by 
llie contemporary capitalist countries, where production is 
developing slowly and, during economic crises, even goes 
into recession, while millions and millions of the working 
people lose their jobs and join the ranks of the unemploy¬ 
ed. This happens because, in bourgeois society, it is private 
and state capitalist ownership of the moans of production 
that predominates and also hampers the further develop¬ 
ment of the productive forces. 

A specific level of development of the productive forces 
requires corresponding relations of production. This is the 
economic law, discovered by Marx, of Ike correspondence 
of relations of production to the character and level of 
development of the productive forces. This law reveals the 
economic basis of social revolution. When relations of 
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production fall behind and hamper the development of the 
productive forces, they are inevitably replaced by new ones. 
In a society divided into hostile classes, the change in 
production relations always takes plaqe by means of a 
social revolution. 

The classes whose interests are met by the old relations 
of production do not give up their positions willingly. It 
is hardly likely, for example, that US capitalists will them¬ 
selves give up their plants, factories, railways, and so on, 
since private property allows them to exploit the working 
people, increase their capital and live in luxury. In order 
that the old relations of production, which have become a 
brake on the development of. productive forces, might he 
replaced, therefore, a social force is required that is capable 
ol eliminating relations of the exploitation of man by man. 
In capitalist society the working class is. just such a force. 
Together with its ally, the peasantry, it lias a vital vested 
interest in getting rid of exploitation. 

Only in socialist society, where there are no hostile 
classes, do relations of production develop by changing in 
a planned way as the productive forces develop rather 
than by means of social revolution. 

The basis of society must be distinguished from the mode 
ol production. 

The basis of society means the economic system, i.c., 
“°*°W °. f socio-production relations at each given stage 
... 10 historical development of society, relations connected 
foiv-p/ T s , p ® cl , flc . lev ^ of development of the productive 
' e \- .'“ e hf sis of society can be antagonistic or non- 
. ^ oinstlc - The. bases of the slave, feudal and capitalist 
™!l S - are f a ;! tag0nistiCl since the y are ba s e d on private 
n o i ° f i ih V neans of P r °duction, relations of domi- 
u t,ou and subordination, and exploitation of man by man. 

sociPtv 81 - 8 SO j lallst society is non-antagonistic, for this 

nrn,l,!;Y 1S • . d °, n publlc ownership of the means of 
doclmn m the absence of exploitation. 

deform engenders a corresponding superstructure and 
t i,„ , f s lts development. The superstructure consists of 
othe r P v ^ Cal \ phll . 0SOphica1 ’ lcga1 ’ artistic, religious and 
class «S °L S0Ciety aml corresponding institutions. In a 
dorninw i the su P e rsUucliire lias a class character. The 
esis f , ^ales institutions to protect its class inler- 
iV u accordance with its views. 

°th the basis and the superstructure exist only for a 


2 * 


19 






specific period of time. When the basis changes, so does 
the superstructure. Thus, the replacement of the feudal 
basis with the capitalist one also entailed a replacement of 
the feudal superstructure with a capitalist one; the emer¬ 
gence of the socialist basis led to that of the socialist super¬ 
structure and destruction of the capitalist. While the super¬ 
structure as a whole is engendered by the basis, individual 
elements of it may emerge within the heart of the old 
society, since ideas and views corresponding to the most 
advanced class take shape here. Under capitalism, for 
instance, a proletarian ideology corresponding to the new 
revolutionary class—the proletariat—emerges. 

The superstructure is engendered by the basis, but once 
it has come into existence, it is not passive in relation 
to this basis, but exerts an active influence on it, helping 
it to take shape and consolidate itself. In relation to the 
basis, however, the superstructure may play either a reac¬ 
tionary or a progressive role. For example, the superstruc¬ 
ture of the capitalist basis at present plays an extremely 
reactionary part, for capitalism has now come to act as a 
brake on the further development of the productive forces. 
Iu order that the productive forces might develop succcss- 
luily, private ownership of the moans of production must 
be abolished. The superstructure, however, protects private 
property, declaring it sacred and thereby hampering the 
development of the productive forces under capitalism. This 
is the reactionary role of the superstructure in capitalist 
society. 

Under socialism, the superstructure of the socialist basis 
plays a progressive role. In this society, the political author¬ 
ities direct the development of the productive forces, there¬ 
by facilitating the fulfilment of the tasks facing the coun¬ 
try in building a communist society. 

The mode of production of the material wealth, being a 
unity of the productive forces and the relations of produc¬ 
tion together with the corresponding superstructure, consti¬ 
tutes the socio-economic formation. 

During the history of mankind there have been five socio¬ 
economic formations: the primitive-communal, slave-owning, 
feudal, capitalist and communist , the first phase of the 
la Her is socialism. Each of those has had its own corres¬ 
ponding economy, views, ideas and institutions. The devel¬ 
opment of the socio-economic formations proceeds from 
the lowest to the highest. Thus, feudalism made w r ay for 


capitalism, and capitalism for socialism, the first phase of 
communism. The establishment, development and collapse 
of socio-economic formations follow the laws of social de¬ 
velopment. 

The economic laws 

of the development of society 

Marxism-Leninism teaches that nature and society must 
not be considered as a chance accumulation of isolated, 
unconnected phenomena. On the contrary, all natural and 
social phenomena are interconnected and interdependent. 
This deep link between phenomena is expressed in the laws 
of the development of nature and society. The purpose of 
science is to discover these laws. 

The economic life of society is based on economic laws. 
These determine the great diversity of socio-production rela¬ 
tions between people, i.e., in the sphere of production, 
distribution, exchange and consumption. The most import¬ 
ant thing for political economy as a science is to discover 
and study the economic laws of the development of society. 

Ihe law's of nature arid society have in common the fact 
that they are objective in character, i.e., they emerge and 
operate regardless of whether we know them or whether 
wrn desire the operation of a particular law. This means that 
people cannot change, transform or abolish these laws. 
Neither can they create new ones. People can only discover 
them, let the fact that these laws are objective does not 
mean that people are powerless before them: they c,an get 
to know them and use them in the interests of society, 
hus, having understood the law' of the correspondence 
etween relations of production and the character of the 
productive forces, the proletariat in the socialist countries, 
together with the peasantry and under the guidance of 
communist and workers’ parties, overthrew the power of 
ie exploiters and began to build a new' society. 

’conomic law's have a number of specific features dis¬ 
tinguishing them from the laws of nature. The first specific 
laws is t,iat t][e y are relatively shortlived and 
of p ° (}1 . nn £ a P ai 'ticular historical period. The operation 
m * HV V S based on specific economic conditions, 

ciri' v ' r? • r ? lalions . of production and the basis of so- 
tlif' nl i m ! n £ t ,e transilion from one formation to another, 

( relations of production arc eliminated and replaced 




with ne . w 1 oues - . Tlli s accounts for the fact that one set of 
economic laws leaves the historical stage and new ones 
emerge to take their place. 

The fact that, under capitalism, relations of production 
a e based on private ownership of the means of production 
allows capitalists to exploit the working class and subordi- 
na e the entire development of production to their own en¬ 
richment in the form of profits. For this reason, the p r o- 
auction of surplus value is the basic objec¬ 
tive economic law of capitalism. 

Private ownership of the means of production results in 
each capitalist striving to develop the branches of produc- 
mn that are most profitable for him, and this excludes 
the possibility of planned, balanced development of the na¬ 
tional economy under capitalism. The capitalist economy 
develops on the basis of competition and anarchy of pro¬ 
duction. Consequently, competition and anarchy 
a re a J so an; o b j e c t i v e la w o f capital, s m 

When capitalist ownership of the means of production 
s abolished, the economic laws of capitalism also cease 
to operate. In'the socialist countries, elimination of capital¬ 
ist private ownership of the means of production loads to 

i° emergence of new economic laws, while the old ones 
cease to operate. 

Ihe basis of the socialist relations of production is public 
socialist ownership of the means of production. Under' 
socialism, the working people themselves are the owners of 
bo means of production. They work for themselves for 
Ihmr own society, so the development of production ^’sub¬ 
ordinated here lo increasing satisfaction of the material and 
cul ural requirements of society. Ensu ranee of the 
1 u I 1 e s l satisfaction of the material and c u 1- 
ura 1 requirements of the whole of society 
is the basic, objective economic law of s o- 
c i a 1 1 s m. 

comb!f, 001 ® 11 ® 1 ownership of the means of production 
combines the entire socialist national economy into a single 
oigaiii.sm, a single national-economic complex. Such an econ- 

oiny can develop only according to a plan. The planned 
mlanced development of the national econom.ii is an objec¬ 
tive economic law of socialism.. ' 

J aws operate within each socio-economic 
h0 r° that are inherent in only one formation 
,1Ie called s P eci,lc ec i°nomic laws. Among those it is possible 
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to identify the basic economic law determining the goal 
pursued by society, and the means used for attaining this 
goal. 

In addition to specific economic laws, there are general 
ones inherent in all socio-economic formations. These in¬ 
clude, for example, the law of the correspondence between 
relations of production and the character and level of devel¬ 
opment of the productive forces. It expresses the necessary 
links and interdependence between the two aspects of so¬ 
cial production—the productive forces and relations of pro¬ 
duction. Apart from general and specific laws, there are 
some that are inherent in just a few stages in the develop¬ 
ment of social production. For example, the law of value 
operates only in those formations where there is commodity 
production. 

The second specific of economic laws applies to the way 
they are used in the interests of society. In contrast to 
laws in the natural sciences, where the discovery and 
application of a new law takes place more or less smoothly, 
in the economic sphere the discovery and application of a 
new law meet with fierce resistance on the part of obsoles¬ 
cent forces. The use of economic laws in a class society 
has a class character. 

Such are the specifics of economic laws in contrast lo the 
laws of nature. 

The economic laws may, under all modes of production, 
operate and manifest themselves either spontaneously, or 
as recognised necessity, i.e., they arc applied consciously. 

In antagonistic socio-economic formations, where private 
ownership of the means of production predominates, eco¬ 
nomic laws operate spontaneously, whether they are known 
0, ‘ n °k Under capitalism, for instance, the production pro¬ 
cess is social in character, and all branches are interlinked 
mid interdependent. But this social character of the produc¬ 
tion process is based on private property, i.e., in his own 
enterprise, each capitalist pursues his own selfish goals of 
becoming richer and strives to gain more profits. The neocs- 
' 1I, h and proportions between branches of production 
_ 0 shape randomly, through countless and constant di¬ 
vergences: today there is a glut of one type of product, 
omorrow it is in short supply, and so on. For this reason, 
m relation to each capitalist, economic laws operate as a 
supenor force that cannot be brought under control. In 
lD ividual instances, of course, capitalists may come to 
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realise the economic laws of capitalism, but they are 

operation t0 C iaDgG the s P ont aneous nature of their 

Umler socialism the presence of public ownership of 

understood ° f I Pr ° d n t ' 0n ousures that econ °mic laws are 
understood and applied consciously in the interests of so- 

C1C tv. 

oconr,mi/T |iaIiSt S “ iety ’ the a PPli“tion of the objective 
artivZ, r„ r T ,reS aoDscious - organised ami vigorous 
worker? ‘f® w0lkm S P eo P Ie - Tl > a communist and 

an! a parties play a tremendous role in the cognising 

eSs Sr 11 ° the ° hj0 . ctlYe economic laws in the inter- 
esis ol building a communist society. 

Definition of the subject-matter 
or political economy 

so 2!l tiC Tm? QOm ,I St " <JiC f the basis °f lhe development of 
a .- the P roductl im of material wealth, the 
ChL on? 0 ? « Bu - P° !ilical economy studies pro- 

Uons hetwlo “ he . P T 0t view of fire economic rela- 
he bah , f so Pe °, PlC ..r.’ - th0 production process. It studies 
Uio basis ol society. “Tt is not with ‘production’ that nolil- 

ical economy deals, hut with the social relations of men 
in production, with the social system of production” 1 

ta^aJ r0t t ^ fl the ,ime ’ economy has to 

K , °.V nt of hc interlinks between the productive forces 

totall?frZ n tbe s Pr ° d, ! Cti0n - Keith ° r Can U is " ,atc itself 
basis and ™superstructure, for this grows up from the 
OcSis and exerts a strong impact on it. 

m-^7^ l, k je , Ct ~ matter P° liticaI economy is, therefore the 
economic) relations between people. These in 

the position oTth °T nera h;P of the means of production; 
lie. position of the various classes and social groups in nro 

Of tr m a ateriaf weaM errelati0nS; ‘ h ° r0 ™ S ° f distribu «“ n 

ooment C nf therefore, the science of the devel- 

pewile It rilvifie r0 it UCt , Wn ’ l ' e •’ economi c relations between 

tion exchange and K " ?. overnin * Production, distribu- 

Cman socieu, nt COnsum > >twn °f the material wealth in 
Human soci ety at various stages of Us development. 

j ' J-J- f en *“t “Tl'« Development of Capitalism in Russia ” Col¬ 
lected Works, Vol. 3, Progress Publishers, Moscow, 1977 p 62-63 

24 


It is clear from this definition of political economy that 
it is a historical science. It shows how society develops 
from lower to higher stages, how the entire course of his¬ 
torical development prepares the objective necessity of the 
triumph of the communist mode of production. 

Political economy is a class, partisan science dealing 
with aspects of the economic interrelations between people 
and classes, and touching on their vital interests. 

Is the collapse of capitalism and triumph of communism 
really inevitable? Bourgeois political economy naturally 
replies in the negative to this question, since it represents 
the interests of a system that long since began to act as a 
brake on social development and is doomed to perish. 

Bourgeois economists were able to analyse reality moro 
or loss objectively while the bourgeoisie was still a rising 
class, and the development of capitalism was in the inter¬ 
ests of social development. But this time has long since 
passed. Since the working class began to act as an indepen¬ 
dent force countering the bourgeoisie, and the development 
of the class struggle reached the stage when it began to 
predict the coilapse of capitalism, bourgeois political econ¬ 
omy has lost its scientific nature. Its task has been to use 
any means available to defeud the obsolescent system of 
capitalism and struggle against the ideology of the working 
class. 

Political economy was developed on a truly scientific 
basis by the leaders of the working class—Marx, Engels 
and Lenin. 

The essence of pre-Leninist political economy is concen- 
Irated in Capital, Marx’s main work. On the basis of the 
analysis of the capitalist system, in this work it is scientif- 
ically proved that the collapse of capitalism and establish¬ 
ment. of the power of the proletariat, as well as the triumph 
ol communism, are inevitable. 

under the new historical conditions under which Lenin 
ived and worked, he was able to continue the work of 
• arx and Engels and raise political economy to a higher 
stogo. Lcnin’s historic contribution was that he created the 
trn°r ,? C theory of imperialism, investigated its nature, con- 
f ( muons and laws. Lenin’s analysis of imperialism* in 
tne book Imperialism, the Highest Stage of Capitalism 
ii oilier works is a direct continuation and further devel- 
Pment of the ideas contained in Marx’s Capital. Analysis 
imperialism and, above all, Lenin’s discovery of the law 






of uneven economic and political development under capi¬ 
talism in the age of imperialism provided the basis for 
the theory of the proletarian revolution. 

hen in showed that the revolution would triumph first in 
one or several countries. This brilliant discovery provided 
tlie foundations for the entire strategy and tactics of the 
Russian Communist Party during the preparations for and 
carrying out of the Great October Socialist Revolution as 
well as the subsequent period of struggle for the victory 
ot socialism in the USSR. It was Lenin who was the 
author ol the political economy of socialism. 

Marxist-Leninist economic theory is creatively developed 
in Ihe decisions of the Communist. Party of the Soviet 
Cmon, the communist and workers’ parties or other coun- 
Ines and the works of Lenin’s disciples. Elaboration of the 
I oil owing questions of vital importance is an example of 
Hie creative development of Marxism-Leninism as a whole 
and Marxist-Leninist political economy in particular: the 
question ol the two phases in the development of commu¬ 
nis! society and the laws governing the growth of socialism 
into communism; of the creation of the material and tech¬ 
nical base of communism; of the courses of development 
and drawing together ol the two forms of socialist prop- 
°rty: o( the erasing of class distinctions and establishment 
ot full social equality; of the formation of communist so- 
cia relations; of the conditions for the implementation 
ot the basic principle of communism “from each according 
to Jus abilities, to each according to liis needs”; or the 
completion of the revolution in the sphere of culture and 
moulding of the new man, elaboration of Hie problems of 
the political Organisation of society during the transition 
to communism. 1 

The method of political economy is that of dialectical 
materialism which presupposes, first, investigation of tbe 
production relations in the process of their emergence 
and development, i.e., historically; second, consideration of 
this process as an objective reality, i.c., materialistically; 
Uuid, revelation of the internal contradictions of develop- 
ment inherent in social production, i.e., dialectically. 

VVliat exactly is the significance of political economy? 

The significance of Marxist-Leninist political economy 
is that it provides the working class and all working peo¬ 
ple with a knowledge of the laws governing the economic 
development of society and allows them to fulfil success¬ 


fully the tasks facing them. It. shows the working people 
of the capitalist countries the reasons l'or their enslave¬ 
ment., poverty and deprivations. It shows that oppression 
and impoverishment of the working class and all the work¬ 
ing people depends on the arbitrary sway of the entire 
capitalist system rather than chance or the arbitrary will 
of individual capitalists. For this reason, only an uncom¬ 
promising class struggle, elimination of capitalism and es¬ 
tablishment of the power of the proletariat can liberate 
the working people from exploitation. 

Marxist-Leninist political economy reveals to the people 
of the developing countries the true reasons for their back¬ 
wardness and poverty. It shows that oppression and plun¬ 
der of the peoples of the colonial and dependent countries 
is engendered by imperialism and its colonial system. For 
centuries, a handful of imperialist countries applied coer¬ 
cion and deception to enslave the vast majority of mankind 
in the colonial countries, reducing them to tiie status or 
slaves. Only a resolute struggle against imperialism and 
all its inanilcstations can put the peoples of (ho former 
colonies and dependent countries on the path to national 
independence and progress. Political economy shows the 
direction that the building of socialism aud communism 
must take in the countries liberated from the oppression 
of capital. It reveals the advantages of the socialist eco¬ 
nomic system over the capitalist one and the inevitability 
of the victory of communism. A knowledge of the laws 
of political economy gives the popular masses an opportu¬ 
nity to take a conscious part in building communism, to 
develop the working people’s initiative, leach them to 
work more productively. It helps to make all the working 
people active builders of socialism and communism. 

Marxist-Leninist political economy is a powerful weap¬ 
on in the hands of the proletariat and all working people 
, the struggle for peace, national independence, democ¬ 
racy and socialism. 







Chapter 1 

PRE-CAPITALIST MODES 
OF PRODUCTION 


In this chapter we shall consider briefly the emergence, 
development and reasons for the collapse or the primitive- 
commtmal, slave-owning and feudal modes of production. 


1. THE PRIMITIVE-COMMUNAL MODE 
OF PRODUCTION 

.. L, fi fe ®PP oa f d oa Earth some 900 million years ago, and 
the first people over two million years ago. 

Science explains the appearance of man on Earth in the 
following way. In various parts of Europe, Asia and Af¬ 
rica where there was a warm climate, there were highly- 

rinfl C °r1 SP i eci0S ° f 1 V 0nkcy - 0ver a very protracted pc- 
“ p d T e . V p el ? pn \ ent ’ these monkeys developed into homo 
sapiens. I he fundamental difference between man and ani¬ 
mals appeared when man began to make tools, even the 
most primitive ones. The manufacture of tools or instru- 

ri n l n a r, T ailt th , 6 he S^ing of human labour, as 
a residt of which the monkeys’ forelimbs gradually develop- 

ed inLo human hands. As the hands were freed for labour 
activities, mans ancestors began increasingly to stand 
n i-ect. As soon as even the simplest tools were made, the 
need arose tor contact between primitive people in the 
labour process concerning the application of these tools 
Unman speech began to develop. Labour and speech exert¬ 
ed a decisive influence on the development of the brain 


Thus, it was labour that created man himself, and it was 
thanks to labour that human society emerged and began 
to develop. 

The first socio-economic formation was the primitive- 
communal system, which lasted for many hundreds of 
thousands of years. This is the stage from which the de¬ 
velopment of society began. At first, people were in a half¬ 
savage state, powerless before the forces of nature. They 
ate a mainly vegetarian diet consisting of things found 
ready to cat in nature: roots, wild fruits, nuts, and so on. 

Man’s first tools were a roughly cut stone and a stick. 
Later, through a slow accumulation of experience, people 
began to produce simple tools for banging, cutting and 
digging. 

The discovery of fire was of major significance in the 
struggle with nature. Fire made it possible for primitive 
people to diversify their diet. The invention of the how 
and arrow constituted a new era in the development of 
primitive people’s productive forces. As a result, people 
began to hunt animals and meat was added to their diet, 
lhe development of hunting gave rise to primitive live- 
stock-breeding and the hunters began to tame animals. 

lhe beginning of land cultivation was another step for¬ 
ward in the development of the productive forces. Primi¬ 
tive farming remained at a very low level of development 
or a long time. The use of draft animals made farming 
more productive and provided it with a firm basis. Primi¬ 
tive people began to go over to a settled way of life. 

lhe relations of production in primitive society were 
determined by the slate of the productive forces. The basis 
uie relations of production was collective ownership by 
individual communes of the primitive means of produc- 
mn, m particular, instruments of labour. Collective own- 
e ship corresponded to the development level of the pro- 
nrimv lorces at tkis timc - The instruments of labour in 
U T e f society were so primitive that people could not 
so 6 r ? of naUire and wiM animals on their own, 
ecom rL V- 1 gro J ,f ? or commimes - and organised their 
joint L- } T tmg ’./' Shlng ’ the P rc Paralion of food) on a 
m.-u.* T( lS ' i addltl0u t0 communal ownership of the 
lomrinrr productlon J IierG was also private property be- 
wero X members of the commune—certain tools, which 
In n '! eaporls . for Glance against predators. 

primitive society labour was not very productive and 






Created no surplus product over and above the amount 
essential for hie. Labour activities were based on simple 
co-operation, i.e ? many people do the same jobs. There 
w as 110 exploitation of man by man, and the egalitarian dis¬ 
tribution of the scanty food between the members of the 
commune brought them all to the same level. 

Wliilc people were gradually becoming isolated from 
the animal kingdom, they lived in “herds”. Subsequently 
vvhen they began to hunt and farm, the clan organisation 
ol society took shape, i.e., only people who were related 
combined their efforts in joint labour. At first, the clan 
consisted of several dozen people, but later grew to several 
nindred. As instruments of labour developed, a natural 
division of labour emerged within the clan between men 
and women, adults, children and old people. Men specialis¬ 
ed in hunting and women in gathering food, which some¬ 
what increased labour productivity. 

At the first stage of the clan system, the head of the 
clan was the woman, who collected the food and dealt 
with domestic matters, This was the matriarchy or matri¬ 
archal, clan. Later, when livestock-breeding and farming 
were taken over exclusively by the man the matriarchy 
was replaced by the patriarchy, where a man headed the 

ClclQ. 

The switch-over to livestock-breeding and farming was 
accompanied by the emergence of a social division of la¬ 
bour i.e., one part of society began to concentrate on ag¬ 
riculture, the other on stock-raising. This separation of 
livestock,breeding from farming was the first major social 
division of labour in history. 

Hie first social division of labour made people’s labour 
more productive. A certain surplus of some products and 
demand for others appeared in the communes, and this 
laid the foundations for exchange between livestock-breed¬ 
ing and farming tribes. Later on, when people learned to 
smel metal ores-copper and tin (iron smelting came 
later) and fashion bronze tools, weapons, and vessels 
and the invention of the weaving loom greatly facilitated 
the production of fabrics and clothing, some people in the 
communes gradually began to specialise in handicrafts, 
and llieir output more often to ho offered for exchange 

The development of the productive, forces increased con¬ 
siderably the productivity of human labour, man’s power 
over nature and a certain supply of consumer goods. But 


these now productive forces of society could no longer fit, 
into the framework of the existing relations of production. 
The restricted nature of communal property, and the egali¬ 
tarian distribution of products of labour began to act as 
a brake on the further development of the productive 
forces. The need for joint labour disappeared, and a need for 
and possibility of individual labour emerged. Joint labour 
had required collective ownership of the means of produc¬ 
tion, but individual labour required private ownership. Pri¬ 
vate ownership of the means of production arose and, to¬ 
gether with it, property inequality both between clans and 
between people within the clan. Rich people and poor peo¬ 
ple emerged. 

As the productive forces developed, man began to obtain 
more means of subsistence than were essential for his sur¬ 
vival. Under those conditions it became possible to employ 
more workers. They were provided by wars, prisoners being 
made into slaves. At first, slavery was patriarchal (domes¬ 
tic) in character, but later it became the basis of the exist¬ 
ence of a now system. Slave labour led to a further rise 
in inequality: a household using slaves quickly grew rich. 
Later, as property inequality increased, rich people began 
to enslave not only captives, but also members of their 
!°How tribesmen who bad become impoverished or were 
in debt, finis arose the first class division of society into 
slave-owners and slaves. Exploitation of man by man be¬ 
gan. from this time on, right up to the establishment of 
socialism, human history is the history of a struggle be¬ 
tween classes. 

The growing inequality between people led to the for¬ 
mation of the stale as an organ of oppression of the ex¬ 
ploited class by the class of exploiters. Thus, slavery grew 

11 P on the ruins of the primitive-communal mode of pro¬ 
duction. 

2. THE SLAVE MODE OF PRODUCTION 

Slavery is history’s first, most flagrant and overt form 
exploitation. It existed virtually everywhere, 
z |, ® vo jy Egypt, India and China existed from the 
1 r?i n) 'Eeriia B.C.. In Greece it flourished most in 
0 a,ul 4th centuries B.C. In Rome, the slave-owning 
v* (uii reached the peak of its development, in the period 
ora the 2nd century B.C. to the 2nd century A.D. 
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The further growth of the productive forces and develop¬ 
ment of the social division of labour and exchange under¬ 
lay the transition from the primitive society to slavery. 

W hat exactly were the productive forces like at that 
time? During the ago of the primitive society, instruments 
of labour had been made mostly of stone, hut during the 
age of the slave-owning system iron smelting was discov¬ 
ered and iron tools began to predominate. Metal tools 
brought an expansion of the bounds of human labour. Using 
a molal axe, it became possible to fell trees and remove 
bushes Iroin arable land; the iron ploughshare made it pos¬ 
sible to work large plots of land. Farming began to provide 
not only grain and vegetables, but also wine and oils. The 
fashioning of metal tools led to the emergence of a spe¬ 
cial group of people—craftsmen—whose labour became in¬ 
creasingly independent. The second major social division 
of labour took place—the separation of crafts from farm¬ 
ing. 

This process was accompanied by a further development 
o! exchange, which engendered money. Money became a 
universal commodity for evaluating all other commodities 
and acting as a medium of exchange. The growth of the 
division of labour and exchange gave rise lo the appear¬ 
ance of people who specialised in buying up and selling 
commodities. This was the third major social division of 
labour—the emergence of the merchant’s activities. Taking 
advantage of the small producers’ isolation from the mar¬ 
ket, merchants bought up their commodities at low prices 
and sold them in the market at higher ones. 

The development of crafts and exchango entailed the 
formation of towns. At first these differed little from the 
villages, but gradually they began to be centres where 
crafts and trade became concentrated. This paved the way 
for the separation of the towns from the villages. 

The development of the productive forces, the further 
social division of labour and exchange increased property 
inequality even more. On the one hand, rich people ap¬ 
peared who concentrated the draft cattle, instruments of 
labour and money in their own hands; on the other—poor 
people, who became poorer anil poorer and were com¬ 
pelled lo turn lo the rich for loans. Usury emerged—the 
debtor and the creditor. “The class struggles of the ancient 
world look the form chiefly of a contest between debtors 
and creditors, which in Rome ended in the ruin of the 
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plebeian debtors. They were displaced by slaves.” 1 Rich 
s l av e- 0 wners began to own hundreds and thousands of 
slaves. They seized vast areas of land and large slave- 
owning estates thus took shape (in Ancient Romo they 
were called latifundia). Huge numbers of slaves worked on 
these estates. 

The relations of production in slave society were based 
on the slave-owners having in their possession both the 
means of production (the land, instruments of labour, and 
so on) and the production workers—the slaves. The slave 
was considered as no more than a thing; he was complete¬ 
ly and undividedly at the disposal of his master. Slaves 
were called speaking tools. In the eyes of slave society, 
the slave differed from an axe or ox only in that he could 
speak. In all other respects, however, he belonged to his 
master in just the same way as cattle, land or tools. 

The exploitation of slaves was extremely severe. They 
were treated worse than cattle: they were driven to work 
by the whip and for minor omissions were cruelly punished 
or even killed. The killing of a slave was not considered 
as murder. The slave-owner assimilated the entire product 
of slave labour, while the slave received the most meagre 
quantity of means of subsistence as to prevent him from 
dying from hunger and to allow him to continue working 
for his master. 

On the basis of the simple co-operation of slave labour, 
the ancient world made a significant economic and cultu¬ 
ral advance. Ancient culture grew up on the skeletons of 
generations of slaves. Many branches of knowledge (math¬ 
ematics, astronomy, mechanics and architecture) made 
great strides forward. Yet, in spite of its achievements com¬ 
pared with the primitive-communal system, the slave mode 
of production was a hindrance to the further development 
of mankind. 

bhe slave mode of production contained deep and insu¬ 
perable contradictions, which eventually led to its collapse. 
Above ail, the slave form of exploitation destroyed the 
slaves -the main productive force of society, so the slaves 
olten rose up against these barbaric forms of exploitation. 

J |i influx of slaves obtained through successful warfare 
)vas a condition for the existence of the slave economy. 

10 main forces for the waging of wars were the peasants 

1 K. Marx, Capital, Vol. 1, p. 135. 
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and craftsmen, who served in the armed forces and horo 
the burden of the taxes required for waging the wars. As 
a result oi competition of large-scale production based on 
cheap slave labour, however, the peasants and craftsmen 
were ruined, ibis undermined the economic, political and 
military might of the slave state. Victories were succeeded 
by deieats and the constant source of additional cheap 
slaves dried up, the result being a production recession. 

universal impoverishment; decline of commerce, han¬ 
dicrafts, the arts, and of the population; decay of the 
towns; retrogression of agriculture to a lower stage-this 
was the Anal result of Homan world supremacy.” 1 

hen it emerged, the slave mode of production further¬ 
ed the growth of the productive forces, hut its later de¬ 
velopment, as we have seen, destroyed these productive 
oi cos. 1 ( or tins reason, the rel ations of production based 
on slave labour became a brake on the development of the 
productive forces of society. The labour of slaves, who had 
absolutely no interest in tho result of production, became 
obsolete. A historical necessity arose for the slave-owning 
relations of production to be replaced by others that would 
change the position of society’s chief productive force—the 
slaves. 

With tho decline oi the latil'undia based on slave labour 
small ones became more profitable, so the number of freed 
slaves increased and, at the same time, the latifundia 
were broken up into small plots worked by coloni. A colo- 
nus was no longer a slave, but a tiller of the soil who re¬ 
ceived a plot of laud for life-long use and paid a certain 
amount in money or in kind lor this privilege. The colonus 
was not a Jree tenant; he could not leave the plot of land 
to which ho was attached, and be could bo sold together 
wiUi the plot. Coloni wore the forerunners of the medieval 
sens. 

1 bus, the new, feudal mode of production began to take 
shape within the slave-owning system. 

As tho slave economy developed, the class struggle be¬ 
tween oppressed and oppressors grew in intensity. This 
struggle developed into slave uprisings against the slave- 
owners The slaves were joined in their uprisings by free 
peasants and craftsmen, who were exploited by the big 


' F - Engels, The Origin of the Family, Private Property and the 
Stale, 1 rogi-ess Publishers, Moscow, 1972, p. 14 ( 5 , J 
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landowners and the stave state. The most significant of 
the many slave uprisings was that led by Spartacus (74- 
71 B.C.). 

Internal blows intertwined increasingly with ones from 
outside, and this brought about the final collapse of the 
slave-owning system. 


3. THE FEUDAL MODE OF PRODUCTION 

The feudal system existed, in various versions, in al¬ 
most. all countries. The feudal age was a long one: in Chi¬ 
na the feudal system lasted over two thousand years; in 
the countries of Western Europe feudalism existed from 
the fall of the Roman Empire (5th century A.D.) until the 
17th century in Britain and the 18th century in France. In 
Russia, feudalism lasted from tho 9th century until the 
abolition of serfdom in 1861. 

In Western Europe, feudalism took shape as a result 
of the interaction of two processes: the decline of the Ro¬ 
man slave state, on the one hand, and the disintegration of 
the clan system in the conquering tribes, on the other. 

As already noted, elements of feudalism in the form of eolo- 
nates had appeared even under slavery, hut the slave-own¬ 
ing Roman Empire fell at the end of the 5th century A.D. 
under the impact of both internal and external blows. 
Ceaseless wars wore waged against slave-owning Homo by 
the Germans, Galls and other peoples. This struggle ended 
in victory for the Germans, Galls, Slavs and other peoples 
living in various parts of Europe. 

Until they conquered Rome, the victorious tribes had 
c | n systems but owing to the centuries of struggle the 
c an systems of these tribes were primarily military in 
character. The tribe was beaded by military leaders and 
non- personal guard. After conquering Rome, the Gormans 
and (jails took two-thirds of the Romans’ land, together 
with tho coloni who were working it. This land was distrib¬ 
uted among clans and individual latifundia. A substantial 
Part of the land went to the military leaders, the strongest 
nv later became kings. The military leaders handed 

t* L the seized land to their combatants for life-long use, 
i ; lc . alor ® s inheritable property together with the peasants 
w lng °|] **• The plots of land handed out on these terms 
e called fiefs, and the people who received them feu- 
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dal lo n rds - , J ho f e who received land had to do military ser¬ 
vice ihc laud continued to be worked by small peasants 

m!wers° y n ° W personall >' dependent on their new 

Ihe feudal lord’s private ownership of the land and his 
pailia) ownership of the serfs provided the basis for the 
relations of production in feudal society. The serf was not 

nrurjf^ *° "V , hoiisehold - Alongside the prop- 

ut\ Oi the feudal lords there existed the property of the 

peasants and craftsmen-tools and their private holdings. 
Die small peasant holding and the production of inde¬ 
pendent small craftsmen were based on personal labour 
production was primarily subsistent in nature, i.e. the 
pro. nets were mainly produced for personal consumption 
rather than for exchange. 

Large-scale feudal landownership underlay the exploi¬ 
tation of the peasants by the landowners (feudal lords). 
f°/ Tie foudal lord’s land constituted the feudal es¬ 

tate, while the rest was allocated to the peasants on condi- 
lions of bondage. 1 his was a condition for the landowner 

T a la 1 b 1 our 1 force - The Peasants inherited 
t p , °f land were obliged either to work the landown¬ 
ers land using their own implements (labour rent or cor- 
xee ) ’ or . iiand over P art of their output in kind to the land- 

f 5I llit ren t), or to do both. Later, 
instead the feudal lords began charging money rent. This 

“ icd onl y t0 an ovei ’t form of exploitation, but 
a so inevitably presupposed the personal dependence of 
he peasant on the landowner. The feudal lord could not 
kill his peasants, but he could sell them. There was non- 
~ c C ° erC10n ° f P easants t0 work for the feudal 

The working time of the peasant serf was divided into 
two parts: the necessary and the surplus. During the neces¬ 
sary time, the peasant produced what was needed for his 
own subsistence and that of his family. During the sur- 
1 us time he created surplus product, which was approp¬ 
riated by the feudal lord in the form of land rent (labour 
icnt, rent in kind or in money). The exploitation of the 
peasants in the form of land rent constituted the main fea¬ 
ture ol feudalism everywhere. 

The towns, where mostly craftsmen and merchants liv¬ 
ed, were subordmale to the power of the feudal lords „„ 
whose land they were situated. Their populations fought 
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to liberate themselves and often won the towns’ indepen¬ 
dence. The growth of towns and the development of trade 
exerted a strong influence on the feudal countryside. The 
economies of the feudal lords were drawn into market cir¬ 
culation. In order to buy luxuries, the feudal lords needed 
money, so they increasingly introduced money rent to re¬ 
place labour rent or rent in kind. This entailed an intensi¬ 
fication ol feudal exploitation and of the struggle between 
the feudal lords and the peasant serfs. 


4. THE DISINTEGRATION 
AND COLLAPSE OF FEUDALISM. 

THE EMERGENCE 
OF CAPITALIST RELATIONS 
OF PRODUCTION 
WITHIN THE FEUDAL SYSTEM 

A higher level of the productive forces was achieved 
under feudalism than under slavery. In agriculture, produc¬ 
tion techniques improved and the iron plough and other 
iron tools became widespread. New branches of field cul¬ 
tivation emerged; viticulture, wine-making and horticulture 
developed substantially. Livestock-breeding and related 
branches—butter and cheese-making—also grew. Meadows 
and pastures expanded and improved. 

Li the sphere of handicrafts, in the towns, there was a 
gradual improvement in the tools, methods of working raw 
materials and craft specialisation. New crafts appeared— 
’weapon, nail, and knife making, smithing, cobbling, sad¬ 
dlery, and so oti. The smelling and working of iron ad¬ 
vanced. In the 15th century, blast furnaces appeared; the 
compass was invented and the great geographical discove¬ 
ries were made. 

hut the feudal system, under which these new productive 
orces emerged, hampered their further development: the 
productive forces came up against the narrow bounds of 

sed h! r relations . of. production. The peasantry, oppres- 
■ loiulal exploitation, was unable to increase agricul- 
•ral output since the productivity of serf labour was very 
nr j . e towns, the growth of the craftsman’s labour 
uciivity came up against obstacles raised by guild 
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rules. All tins required the elimination of the old relations 
feudafboudage! establ «hment of new ones, free from 

During the feudal age, primitive commodity production 
i.e., the production of goods for exchange, gradually ex- 

meTnT’ JUl 1[ ] "r S base< ? on P rivate ownership of the 
means of production and on personal labour. There was 

Tlds 0Q t,,e P roducers of commodities 

. led to then stratification into rich and poor in both 

• e town and countryside. As the market expanded, the 

often to hirn ^ ? onimodlty Producer began increasingly 
kt linr ru.iiedpeasants and craftsmen. Thus, capital- 

dal system 8 b ° gan *° take shapc wilMn the feu- 

Gapilalism also developed in another way. Commercial 
cop.tal, represented by merchants, began to siilmXnate 
I'jfV 1 " production of the peasants and craftsmen. Ini- 
nl ’ tho merchant acted as a middleman in the exchange 
oi commodities, hut later he began to buy up the small 
producers commodities on a regular basis, provide them 
with raw materials, and lend them money. Thus, the small 
producers became economically dependent on the merchant 
1 he next step made by commercial capital was to gather 
logolher the isolated craftsmen in one building, whore 
icy now worked as wage workers. Commercial capital 
SipSSist Capital a,ld Lhe rncrc hant an industrial 

Capitalism also began to emerge in the countryside As 
commodity production developed, so did the power of ,non- 

Tlm"I! " CUC a F ° lds 1,cgan 10 g° over to money rents 
The development of money relations provided an impetus 

to the stratification of the peasantry into the rural bour¬ 
geoisie and ruined peasants. 

Thus, capitalist production grew up within the feudal 
s.vslem in both town and village. The end of feudalism 
became a historical necessity. 

The entire history of feudalism was one of fierce strug¬ 
gle between peasants and feudal lords, and (Ms struggle 
became particularly intense towards the end of the fe, - 

d Ted ^ IT’ UP m r / SingS sh - k the feudal system 

loll was headerThwIf' 7 '° Sta,ggIe agairlsl the feudal 
Joros was headed bj the bourgeoisie, who made use of the 

serfs uprisings against the feudal lords to seize political 
power and become the ruling class. 
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REVISION EXERCISES 
I 'flow did primitive society emerge? 

9 ’ yyiiat were the productive forces and relations of pro¬ 
duction of the primitive-communal mode of production? 

3 Wliat were the reasons for the disintegration and col¬ 
lapse of the primitive-coin mu nal mode of production? 

4 What were the productive forces and relations of pro¬ 
duction under slavery? 

5. What were the reasons for the disintegration and col¬ 
lapse of the slave-owning mode of production? 

6 . What, were the relations of production during the pe¬ 
riod of feudalism? 

7 . What were the reasons for the disintegration and col¬ 
lapse of the feudal mode of production? 

8 . In what ways did capitalist relations emerge within 
feudalism? 



TIIE CAPlTAEISTjfMODE 
OF PRODUCTION 


Tlie capitalist mode of production, as we have seen 
emerged within feudalism. During its development cani- 
vm gone trough two stages: pre-monopoly capital- 

has^ nrLt eS ° SUlff ?. ha T° ,° ne and tho sara « economic 

oxD oitatinn ^f ® wners ^P of l i le mean * of production and 
exploitation of wage labour. Rut there are differences he 

tween pre-monopoly capitalism and imperialism. 

men?r CapItalism , is thc PMiod in the develop- 
mci t of capitalism when there is free competition and (lie 

productive forces develop more or less smoothly. In tho 
] ‘ A ’ Kr-it.am, trance and other developed countries pro- 

rr&ceSr dominated untii tie iast ’*»•« 

Since 1870 onwards, processes began to develop in the 
economies of the capitalist countries that gave pre-monop¬ 
oly capitalism new features; free competition was replaced 


A. PRE-MONOPOLY CAPITALISM 


Chapter II 

COMMODITY PRODUCTION. 
TIIE COMMODITY AND MONEY 


Marx begins his analysis of capitalism with the commo¬ 
dity. Under capitalism, everything, from the smallest pin 
to a huge factory, and even man’s labour power, is bought 
and sold or, as the economists put it, takes the form of a 
commodity. The relations between people in society lake 
the shape of relations between commodities. The commo¬ 
dity, as Marx points out, is the economic cell of bourgeois 
society. Just as a drop of water reflects everything around 
it, the commodity reflects the main contradictions of capi¬ 
talism. 

Investigation of the commodity and commodity produc¬ 
tion allowed Marx to clarify the essence of capitalist rela¬ 
tions of production. 


1. THE GENERAL CHARACTER 
OF COMMODITY PRODUCTION 

The concept of commodity production 


Commodity production is the manufacture of goods not 
personal consumption, but for sale, for market ex¬ 
change. “By commodity production”, Lenin wrote, “is 
wcaiit an organisation of social economy in which goods 
<uo produced by separate, isolated producers, each special- 
lsln S in the making of some one product, so that to satis- 





fy (he need of society it is necessary to buy and sell nrod 
ucts ^h 10 ,,, therefore’ become commodies) in the mar- 

Commodity production arose in very ancient times dor 

At g flip 6 ° n ,° f th ° Primitive-communal system 

-At the last stage in the development of primitive society 

t a ook Ve n r K f ; rSt m r r T ial Sn of faTooi 
[tau.. two branches of production appeared—farm 

mg and livestock-breeding. In order to satisfy people’s™: 

quirements, exchange was necessary. Farming tribes need 

Cd the products of the livestock-breeding ones and vice 

\c'sa, so those that had surplus products exchanged them 

Thus commodity production became dominant 

Alter emerging during the disintegration of the nrimi 

bolhT’sl'aTe and tC fe’d C r m0 f lity f oc,uclio ' 1 cxi5t «l «"der 
. ' Ule slave and Ie udal erodes of production but Subsis 

tencc economics still predominated. This means that each 
economic unit carried out all types of work, from obtaining 
various types of raw material to processingTern to if 
own consumption. This typo of economy, S wifi 

sx.sjuar- -a* 

Of labour, as well as the land and labour power assume 
he form ol commodities. Wire,, labour power becomes a 

ctoractor a,,d COmm 0 dl H V ^ oducti<m becomes universal in 
ciiaiiKtci and uow predominates. 

Smco, under capitalism, the manufacture of com modi 

! e * becomes the predominant form of production the rel i 

ions be ween people in the process of social Unction' 

to ai, 1 sei St hif ° Xpl0it " ,e worker ’ ,he latter has 
sUJ his labour power, which acts as a comma 

,-V, Tkc capitalist pays (he worker a wane with 

ditics' Thus The HI ti" yS r 8 "? 0f subsis ten“-commo- 
uiijcs i ills, the relations of production between the work 

01 ** nd th ° c0 » ltolist are direct; they pass fhrongh tt 

w:z, ^. L rs„ g ;t ^ 


niediuiu of commodities and assume the character of com¬ 
modity relations. 

The capitalists sell one another their products and buy 
ra w materials, equipment and other commodities from one 
another. The relations between capitalists also assume a 
commodity character. 

Consequently, in capitalist society, commodity produc¬ 
tion acquires a general, dominating character, while the 
relations between people operate as relations between things 
or commodities. 

The conditions for 

the rise of commodity production 

Commodity production emerges only under certain con¬ 
ditions. The main condition for the emergence and exist¬ 
ence of commodity production is the social division of 
labour. This means that the production of the various prod¬ 
ucts is divided between individual people or groups of 
people. For example, some people produce fabrics, others - 
footwear, yet others—domestic items, another group—instru¬ 
ments, and so oil. It is obvious that, in order to satisfy 
their requirements, these people must exchange the results 
ol their labour. Thus ail the producers, taken together, 
constitute, as it were, a large production collective whose 
members depend on one another. 

But the social division of labour is only one of the con¬ 
ditions for the existence of commodity production. Another 
essential condition is the presence in society of various 
(isolated) owners of means of production. Let us imagine 
fhat a person has made something and wants to soli it. 
Fan he do this? Yes, provided he is the owner of the means 
of production that lie used to make (lie thing and, conse¬ 
quently, the owner of the thing itself. Within primitive 
communes, for example, in spite of the existence of the di¬ 
vision of labour, there was no commodity production or 
commodity exchange. The members of the commune ex¬ 
changed the results of their own labour, but they did not 

11 things Lo one another, since it was the commune as a 
"bole that owned the moans of production and the prod¬ 
ucts of labour. It was a different matter when communes 
exchanged wifh one another. In this case a change of 

ownership took place and the product of labour was a com¬ 
modity. 
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And so, social division of labour and the presence in s 0 - 
cjety ot various owners of means of production provide the 
basis lor commodify production. Only given both these 
conditions do commodity production and exchange of prod- 
nets in the form of sale and purchase take place. 

I here arc two main types of commodity production bas¬ 
ed on private ownership of the means of production—sim¬ 
ple and capitalist. 

Simple and capitalist 
commodity production 

Capitalist commodity production emerges under certain 
ons on the basis of simple commodity pro - 

The most characteristic representatives of simple com¬ 
modity production are small peasants and craftsmen They 
base their production on personal labour, i.e., they (hem- 
selves work, without exploiting the labour of others. Each 
simplcconmmdity producer is a private owner of means of 
pi eduction, and he carries out production not for his own 
consumption, hut for the market, for sale. 

Simple commodity production is dual in nature. On the 
one hand, in as far as it is based on private property, the 
small peasant or craftsman is an owner, and tins draws 
him closer to the capitalist. On the other hand, in as fares 
simple commodity production is based on personal labour 
the commodity producer is a labourer, which draws him 
c user to the proletarian who, in contrast to the simple 
commodity producer, does not have any means of produc- 
1011 of his own. Herein lies the community of interests of 
fho working class and the peasantry aud the possibility 
ot an alliance between them. 

Under certain social conditions, simple commodity pro¬ 
duction serves as the point of departure and basis for the 
emergence of capitalist production. There are two such 

dZtnT 4 blTS \/’ rwate ownership of the means of pro- 
th„ I As we Iiave seen, this condition emerged during 

* Primitive socie O- Second, conversion 

of labour power into a commodity. This was completed du- 
ring (he disintegration of feudal society. 

Simple commodity production is not stable; a differentia¬ 
tion constantly takes place among the peasants and crafts¬ 



men, i.e., there is a stratification between those (the mi¬ 
nority) who get rich and the rest (the majority) who be¬ 
come poorer and poorer. The peasants and craftsmen who 
are ruined become proletarians. Under the conditions men¬ 
tioned above, these processes led to the formation of a 
bourgeoisie and a proletariat in both town and village. 

Capitalist commodity production, like simple commodity 
production, is based on social division of labour and pri¬ 
vate ownership of the means of production; it is not, how¬ 
ever, based on the personal labour of the owner of the 
means of production, but on exploitation of wage labour. 
Under capitalist commodity production, the capitalist has 
the means of production and money at his disposal. With 
his own money he buys labour power, which puts the 
means of production in motion. The transmutation of la¬ 
bour power into a commodity means that, under capital¬ 
ism, commodity production develops further and becomes 
universal. The exchange of commodities, Lenin wrote, is 
the “simplest, most ordinary and fundamental, most com¬ 
mon and everyday relation of bourgeois (commodity) so¬ 
ciety”. 1 This is why we must clarify exactly what a com¬ 
modity—this economic cell of capitalism—really is. 






2. THE COMMODITY 

AND TAB OUR CREATING COMMODITIES 


The use value 

and value of a commodity 


A commodity is a thing that, first, satisfies some human 
n .°ed and, second, is produced not for personal consump- 
ll °n, but for sale or exchange. 

The person who produces an object for his own con¬ 
sumption is producing only a product, not a commodity. 
In order for the product to become a commodity, it must 
satisfy some social need, i.e., a requirement for it on the 
Part of other members of society. 

There are two closely interlinked aspects of the commo- 
(1| t.v: use value and value. 


Vm yo 1' ljenin ’ the Question of Dialectics”, Collected Works, 
Progress Publishers, Moscow, 1072. p. 360. 
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Sinco a commodity satisfies some human demand i. • 
said to have use value. The needs satisfied by com m odi in" 
may be extremely diverse. The commodity may be ? 

ln^vLT 1 98 brGad ’ cJo,hin ^ or footwear. It may be a 
liiMii v expensive wine, precious items, and so on It mi 

G {* b ° a means 01 Production such as machines, coal, iron, 
Eacl. thing may have several use values. Thus rn»i 
chemical products “ ^ 0I> ** * Paw material for 

^ development of science and technology allowed now 
final,nos of coal to be revealed and it began o be used 
as * r ? vv n»oter«I for the chemical industry 
Under commodity production there is'a continuous ev 

tt a Zo°LTt l,s ,,so in *^ 55 ra : 

grain This m G ’ T Y be Gxchan £ cd for 20 kg of 

f , ' . 1 Quantitative ratio according to which one i.c„ 

lit for a r her is 

eAangoTaiuer 5 - W ° <r,eStl ° n5 ariSe wh “ ““Bering ox- 
eqiiatod Inrf b “ to ““ COmmodilies <* different types be 

as 

wnKcaajg . .* . . 

™ xsTi —- 

and demand, rarity and laW y 9 ***** ° f 

At first 0 ilaiTfi qUalitieS doterminos I commodity’s value? 
essary a thing w, the higher its value must be In real 

•he' t::rfo r the ;ii s Thfirtz v " my is r,ot 

while things el U,eTo 


as diamonds). In fact, if products cost more, the more 
useful they were, bread and water would cost more than 
diamonds. Utility, or use value, is, therefore, a condition 
of and not the reason for value. Although value cannot 
exist without use value, the latter is quite possible without 
value (for example, air lias considerable use value but no 
value). 

Can supply arid demand determine the magnitude of 
value? At first sight it might seem so. The greater the de¬ 
mand for commodities, the higher, of course, are the pri¬ 
ces charged for them, and vice versa: the greater the sup¬ 
ply of a commodity, the more there is of it on the market, 
the lower its price. 

Going deeper into the question, however, it becomes 
dear that the value of commodities does not depend on 
supply and demand. Let us take, for example, sugar and 
salt. Both of these goods are equally subject to the law of 
supply and demand. If (lie demand for them is equal to 
the supply, the value of a kilogramme of sugar is still in¬ 
comparably higher than that of a kilogramme of salt. This 
means that supply and demand have nothing to do with if. 
Iruc, the size of the supply and the demand do influence 
the prices of commodities: it is not, however, the magni¬ 
tude of the value they determine, but the degree of diver¬ 
gence of market prices from the value of commodities. 
Vvith an increase in the demand for a commodity and a 
110 P l ' 1 the supply of it, market prices rise above value, 
and, in the opposite case, when demand diminishes and 
supply rises, they fall below value. Only when supply 
equals demand do market prices correspond to value. Yet 
such a situation is hardly ever encountered in capitalist 
commodity production, so supply and demand do not deter¬ 
mine value. 

Ban the rarity of commodity determine its value? There 
are thousands of examples in reality to show that it can. 

ako, for instance, gold, diamonds and bread. The first 
two are rare, and very expensive. There is a lot more bread 
around, and it is much, much cheaper although it is of 
°nsiderai)ly moro use 1 ° people. This docs not mean, how- 

J or - y lat rarity is the reason for greater value. For exam- 
[. , ( ;f there is no rain for several years people long for 

>e demand’ for it is tremendous, but in spile of all 
l raiil y and utility, and the need for it, it still has no 
aiue that can be expressed in money terms. 
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Consequently neither utility, nor the ability to be the 
subject of supply a „d demand, nor rarity aro the reason 
tor value. 1 he only common denominator left is labour 
and it is indeed labour that is the basis, or, as Marx puts 
t, the substance of value. The more labour is required 
to produce a particular commodity, the greater the latter’s 
value and the more expensive it is. Gold is more expen- 
sive than coal because considerably more labour is used 
in finding gold and purifying it than in extracting the 
same quantity ol coal. 

All commodities are the result of human labour. They 
are mutually comparable because they all include a cer- 
ain quantity o embodied labour. The fact that commodi¬ 
ties are the products of labour makes them values. 

\alue is the social labour of commodity producers cm- 

f° . 1C in Y\i a c ^ modit y- The term “embodied” stresses the 
lacl that the labour included and embodied in the commo- 
di y has assumed the form of a thing or a commodity it- 
seli. the quantitative relations and proportions in which 
commodities are exchanged constitute a form in which val¬ 
ue is manifested; they show that equal amounts of labour 

oTequaTvalue Dt ° D ^ Cxchanged items and lhat they aro 

The value of a commodity is a social category; it is not 
usible, bin it makes itself felt every time once commodity 
exchanged for another and commodities are equated with 
one another. This is why Lenin said that “value is a rela- 

,O m n jS e0n two Pep 5 ™ 8 ■ • • a relation concealed beneath 
a matonal wrapping . 1 

Use value has always existed and will always exist, but 
the commodity as a value appeared at a certain stage in 
the development of society, together with commodity 8 pro- 

outA? com “ odity Production j) ies 

of , the commodity. Consequently, val- 
lL 8 a s °cial and historical category, i.e., it exists at a 
specific stage in the development of society 
Although a commodity is a unity of two aspects fuse 
Jeen? ^ ValUe) ’ this unity is contradictory. IlSw is this 

As use values, commodities are qualitatively heterogeneous 
(wheat, do th, iron and so on), while as values they are 
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qualitatively homogeneous (they are all products of human 
labour). As use values, commodities are intended for con¬ 
sumption; as values they aro intended for sale. The produc¬ 
er of the commodity is interested in the value (and not 
the use value), but in order for commodity to be re¬ 
alisable as a value, it must be a use value, i.e., there must 
be a demand for it on the part of the other members of 
society. As a use value, the commodity is tangible, while 
its value is not. Such are the contradictions between the 
use value and value of the commodity. 

Thus, wo have seen that the commodity has two quali¬ 
ties: it is a unity of use value and value. 

What is responsible for the dual nature of the commo¬ 
dity? 


Concrete and abstract labour 

The dual nature of the commodity is explained by the 
twofold character of the labour that produces the commo¬ 
dity. The labour of the commodity producer, as embodied 
in the commodity, on the one hand, acts in the form of 
concrete labour and, on the other, in that of abstract la¬ 
bour. 

Concrete labour is labour spent in a specific, purposeful 
and useful form. A person cannot work “in general”. 
When he performs a particular job, it is the work of a 
cobbler, a farmer, or miner, etc. 

Various forms of labour differ in quality, the skills, in¬ 
struments and materials used, and finally, their results, 
i-e., the products, use values. Concrete labour creates the 
use value of the commodity. 

But looking closer at the various types of labour, a fea- 
tllr ® common to them all is discovered—the expenditure 
of human labour in general, i.e., the expenditure of the 
energy of muscles, the brain, nerves, and so on. Labour 
considered in isolation from its concrete form, labour as 
the expenditure of human labour power, is abstract la¬ 
bour. Abstract labour forms the value of the commodity. 

Concrete labour, as the creator of use value, has always 
existed and will always do so—both under commodity pro- 
uction and in its absence. Abstract labour is inherent on- 
y in commodity production. The reduction of the various 
ypes of concrete labour to one and the same abstract la- 
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hour, labour in general, is connected with the existence 
commod ity production, with the fact that the product t 
made for sale. In fact, if the commodity producer hi 
made, for example, boots, how can he exchange them f or 
say, grain on the market? As use values these orodi.ri’ 
are incomparable. This means that they can only be com 
pared according to the amount of labour spent on them 

10oX m of e C rain ile th 0bbIer 8:,£ch ? nges a P air of boots for 
stnru Uh gra n ’ thls raeans that equal amounts of ab- 
aract labour are spont on the hoots and the grain If the 

boots were made not for exchange but for the use of tho 

mi! > ch er ahst am l 1 ^ l here W0ul<1 be no need 10 de ‘ermino how 
much abstract labour was embodied in them When com 

“r 0 a d ct t5 iah P o°nr UCtl0n ^ ° Ut ' S ° d “* category Vat 


The twofold nature of the labour productng the commodity 
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ana capitalist commodity production there 
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diction between private and social labour. 


Private and social labour 

is, the more branches of production there are the wf/d U 
the commodity producers’ contacts mii tt, * ^ r °ader 
all-round dependence Z one another bL ^ th ° ir 
hundreds of people of diverse trades lake^art in the ml™ 
nfacture of almost any item. This means that ^hf labour" 
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of each commodity producer is a part of social labour and 
is social in character. 

Yet, in a society where there is private ownership of 
the means of production, the commodity producers operate 
in isolation from one another; they are disunited. Their la¬ 
bour, which is essentially social, therefore takes tho form 
of private labour. The social character of labour is hidden 
here, and it only appears in the exchange of goods on the 
market. It is in the exchange of commodities through sale 
and purchase that it becomes clear that the private labour 
of the given producer is a part of social labour, since it is 
necessary for society. 

Since the producer’s labour is private and social in char¬ 
acter, there appears the basic contradiction of simple com¬ 
modity production—that between private and social labour. 
This contradiction is revealed during exchange. When the 
producers come to the market, some of them can sell their 
goods, while others cannot. They cannot sell them either 
because there is no demand for them or because they are 
too expensive. If, however, the producer does not realise 
his commodity, this means that his private labour has not 
found social recognition; the producer makes a loss and, 
if this happens frequently, he is ruined. Consequently, the 
contradiction between private and social labour leads to 
the ruin of some producers and the enrichment of others. 

The magnitude of the value 
of the commodity 


Since the value of a commodity is created by labour, 
the magnitude of the value is measured by the amount of 
labour embodied in the commodity. But there are many 
producers and they spend different amounts of labour on 
Producing identical commodities. For this reason, the value 
of a commodity cannot be measured by the actual expendi¬ 
ture of labour by each individual producer. If the magni¬ 
tude of the value of the commodity were determined by 
the physical expenditure of labour by each individual pro- 
ucer, there would be no single magnitude for the value 
°t identical commodities. In reality, however, identical com¬ 
modities have equal values in exchange. The magnitude of 
he value of a commodity is determined by the expenditure 
uot of individual labour, but of socially necessary labour, 
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measured not by the individual labour time spent by each 
individual producer, but the labour time that is sociallu 
necessary to produce the given commodity. 

By socially necessary labour time we mean the time re¬ 
quired to produce a unit of the commodity under average 
socially normal production conditions in the given industry 
(standard of technology, producers’ skill, labour intensity) 
As a rule, socially necessary labour time is determined by 
the conditions of production under which the greatest 
quantity of commodities of the given type are produced. 

socially necessary labour time is constantly changing 
so the magnitude of value is, too. The change in the so¬ 
cially necessary labour time is a consequence of a change 
in labour productivity. The productivity of labour is ex¬ 
pressed m the quantity of output created per unit of labour 
time or is determined by the amount of labour time spent 
per unit of the product of labour. A rise in the productivi¬ 
ty ol labour means any change at all in the labour process 
that reduces the expenditure of labour per unit output The 
higher labour productivity, i.o, the greater the output that 
enn be produced during a given period of time, the lower 
the value of the commodity. And, vice versa, the produc¬ 
tivity of social labour will be lowor, the greater the social¬ 
ly necessary labour time required to produce the given 
commodity m which case the value of the commodity will 
be higher. Consequently, the labour productivity and value of 
each unit of the commodity are inversely dependent on each 
other If labour productivity rises, the value of the commo- 
dity falls, and the opposite: if labour productivity falls 
the value of the commodity rises. 

The productivity of labour must bo distinguished from 
the intensiveness of labour. Labour intensity is expressed 
m the expenditures of labour per unit of time. The more 
labour is spent over a given period of time, the more out¬ 
put is produced, but the value of the commodity may not 
change, since a larger amount of labour is now distribut¬ 
ed over a larger quantity of output. 

The magnitude of the value of the commodity is affected 
by the complexity of labour. Labour is divided into skilled 
and unskilled according to its complexity. The labour of a 
worker who has not undergone any special training is 
simpie unski led) labour. That requiring special training 
is complex (skilled) labour. Complex labour creates more 
value per unit of time, which is why Marx says that com¬ 


plex labour acts as simple labour raised in degree or mul- 
tiplied. 

In commodity production based on private property the 
reduction of different types of labour, labour requiring dif¬ 
ferent degrees of skill and of different productivity, to a 
comm 011 denominator, the abstract labour, forming the 
value of the commodity, takes place spontaneously on the 
market during the sale of the commodity. The value ex¬ 
presses the relations of production between the producers, 
the mutual exchange of their activities. Superficially, how¬ 
ever, these relations are relations between things. 

3. THE DEVELOPMENT OF EXCHANGE 
AND THE FORMS OF VALUE 

Exchange value—the form 
of manifestation of value 

The value of a commodity is created by the labour spent 
on producing it, but the value reveals itself only when 
one commodity is equated to another in the process of ex¬ 
change, i.e., through exchange valuo. Thus, the value of 
one commodity cannot be expressed directly in terms of 
labour time; it is expressed through the medium of an¬ 
other commodity. For instance, one axo = 20 kg of grain. 
Here the grain serves as a means for expressing the value 
of the axe. This equation states that equal amounts of 
labour were spent on producing 20 kg of grain and one 
axe. A commodity that expresses its value in terms of 
another commodity (in our example, the axe) has relative 
form of value. The commodity, whose use value serves as 
a means for expressing the value of another commodity 
(in our example, the grain), has an equivalent form of 
value. 

Exchange value has developed considerably through his¬ 
tory f rom an elementary, accidental form of value to the 
Money form of value. 


The elementary form of value 

In subsistence production, when the products wore pro¬ 
duced for personal consumption rather than for exchange, 
°nly chance surpluses of products were oxchanged. The 
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a transition from the expanded form of value to the general 
form of value, which can be expressed thus: 

40 kg of grain 
20 m of cloth 

2 axes 

3 gr of gold 
x of commodity A, etc 

The transition to the general form of value results in 
the appearance of the circulation of commodities. Now 
each act of exchange is divided into two stages—sale and 
purchase. At this stage, the role of the universal equiv¬ 
alent has not yet been assumed by one single commodi¬ 
ty. In some places livestock was the universal equivalent, 
in others—salt or furs, etc. 

The further growth of commodity production and the 
expansion of oxchange required a transition to a singlo 
equivalent since many different commodities fulfilling the 
role of the universal equivalent impeded the development of 
exchango and conflicted with the demand on the growing 
market. This contradiction was resolved by the precious 
metals—silver and gold—gradually coming to fulfil the 
role of the universal equivalent on a constant basis. 


The money form of value 

When the role of the universal equivalent became at¬ 
tached to a single commodity, such as gold, the money 
form of value arose. This can be expressed as follows: 

40 kg of grain 
20 m of cloth 
2 axes 
1 sheep 

x of commodity A , etc. 

The transition to the money form of value took place 
after the second major social division of labour—the sepa¬ 
ration of handicrafts from agriculture. Because they have 
specific qualities (homogeneity, divisibility, small volume, 
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Let us look closer at each of these functions. 

Money’s chief function is a measure of value. The es¬ 
sence of this function consists in money being used to 
measure the value of all commodities. In order that it 
might fulfil its role as a measure of value, money must have 
value itself. Just as the weight of a body can be measured 
by using an iron weight only because the latter has a weight 
of its own, the value of a commodity can only be measured 
using another commodity that itself has a value. 

The value of a commodity is measured through the me¬ 
dium of gold. When setting a specific price for a good, the 
owner is mentally or, as Marx put it, “ideally”, expressing 
the value of the commodity in terms of gold. A commodity 
can be equated to a certain quantity of gold because, in 
reality, there always exists a certain correlation between 
the value ot gold and the value of the givon commodity. 
This correlation is based on socially necessary labour ex¬ 
pended on producing the commodity and gold. 

The value of a commodity expressed in money is called 
its price. 

Commodities express their value in terms of a specific 
quantity of gold or silver. This amount of monetary mate¬ 
rial must be measurable. A definite weight of it is taken 
as a unit measure of money. The monetary unit in the 
USA, for example, is the dollar, in Britain it is tho pound 
sterling, in France—tho franc. To facilitate measurement, 
monetary units are divided into smaller parts: the dollar 
into 100 cents, the franc into 100 centimes, the pound ster¬ 
ling into 100 pences. 

The monetary unit with its divisions serves as the stan¬ 
dard of price. 

Money’s second function is as a means of circulation. 
Until money appeared, there was elementary exchange of 
commodities, i.e., a commodity was exchanged directly for 
another one. When money appeared, it was used to faci¬ 
litate this exchange. First, the commodity is sold for mon- 
e Y, and then another one is bought with this money. The 
exchange of commodities carried out with the help of mon- 
e y is called commodity circulation (commodity—money 
—commodity). It must, however, be noted that once the 
commodity has become the property of the purchaser, it 
Jeaves circulation while money is constantly in tho sphere 
°f circulation, i.e., it goes from hand to hand. Thus, mon- 
e y is an intermediary in the circulation of commodities 
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f a n n lS fi !t th f e fu ™ tior » of 9 ^eans of circulation. In order 
. fulfil h is _function, the money must he at hand. 

J P the ^change of commodities, money was 
used in the form of bars of gold and silvpr hut tbic 
inconvenient for many reasons. They had to hi weighed 
every time broken down into small pieces, and tested for 
purity. Gradually, therefore, gold and silver bars were re¬ 
placed by corns minted by the state. A coin i a Z f 
monetary meta of standard shape, with a state stamp tha 
confirms its weight and purity. p 

During circulation, coins become worn and lose part of 
heir value, but, in practice, worn coins are accepted as 
full-value money. This is because, in fulfilling Tte func 

in° n ihe S b T an r °? , cir ™ lation - money does no? stay long 

s intoro S ted S in f the lther ^ °f purchaser ' T] « Produce? 
is interested m the nominal value of the monev he re- 

rninJ S ’-t arid > ° GS n0t , re whether h © is paid with old or new 
coins, it makes no difference, as ho will immediately spend 

them, anyway, m order to purchase the commodities hr 
torn'can be* fu’fdfrJ 1 functi f 0I J of a means of circula- 

even by pa^".^ ° f ^ MI Value and 

fulfil f? 6 f com “ lodit y economy developed, money began to 
fumi the function of a of accumulation or a means 

cL h }Z din '. Money . 1S a universal embodiment of wealth If 
aC ? Ulre any commod ity. Producers accumulate 
money and save it m order to buy the commodities they need 

JoW ind^ CaD - be flll ? 1Ied only b y ^oil-value money - 

* ar se r ntx 

Z K; 

and the money must be handed over within a cer^iTno 
means'of ^payinent° the functi - <>f P a 

Lfno^h t buy with 
until the autumn when he has sold his harvest In Tibs 
. ituation, the peasant can only receive the plough from 
tho smith on credit, i.o., payment will be put off until the 
autumn. Money acts as a means of payment also in the 
payment of taxes, land rent, and so on. ' 
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The functions of money as a means of circulation and a 
means of payment make it possible to clarify the law 
according to which the mass (quantity) of money neces¬ 
sary for the circulation of commodities is determined. 

The amount of money necessary for circulation depends 
on: (1) the sum of the prices of the commodities in circu¬ 
lation; (2) the speed with which money circulates. The 
faster money circulates, the less of it is required for circula¬ 
tion, and vice versa. If, for example, commodities worth 
100 billion dollars are sold during tho year, while, on ave¬ 
rage, each dollar makes 50 turnovers, the following formu¬ 
la will determine the amount of money required for the 
circulation of the total mass of commodities: 

Amount of money = total ° f c °mmodity prices = 
velocity of monoy circulation 
100 billion dollars 0 i , ,, 

=- 50 - — 2, billion dollars 

Thanks to credit, the requirement for money is reduced 
by the sum of the prices of the commodities sold on credit 
and the sum of mutually cancelling payments (clearings). 
Thus, the full formula of money circulation acquires the 
following form: 

1lmm£=S ^ = a 

The law of money circulation is that the amount of 
money required for commodity circulation must equal the 
sum total of the prices of commodities to be sold (P), 
minus the sum total of the pricos in credit sales (C), 
Plus the total payments‘due (PD), minus the total of 
mutually cancelling payments (clearings) (Cl), all divided 
uy th e average number of money turnovers (MT). 

, ,^ s ^ aw is significance for all soqial formations under 
lir commodit y Production and circulation exist. 

Money also fulfils the function of universal money. On 
tie world market, as Marx put it, money strips off its 
. . S aid > and acts not in the form of coins, but in its 
original form—that of bullion. In the trade turnover be- 
een countries on the world market, gold is the universal 
means of purchase and payment and the absolute mate- 
tahsation of social wealth. 

, ‘ Uch are the functions of monoy, all of which aro integ¬ 
er j y interlinked and express, in different forms, the essence 
money as the universal equivalent. 
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jn social formations based on exploitation (slavery feu¬ 
dalism capitalism), money has a class nature- it is a 
means of exploitation. 

Gold and paper money. Inflation 

enfmpm 1] ^ 0ney consis ^ money tokens, issued by the gov- 

a mean. oVrirAn r rep j' esent S old its function as 
a means of circulation and a means of payment. Paper 

thrfunclin^ 01 n ° vdue of its own ’ 80 ft cannot fulfil 
th p/nn 1 0f a me c asure of the value of commodities. 

vZT\ m0ney T a ? ^ rst lssued in America in 1690. In 
Kussia it appeared in 1769. 

However many paper tokens are issued, they represent 
only the value of the quantity of gold necessary to cover 

~nd, rr r - If the m °ney issued 

corresponds to the amount of gold necessary to keep up 

- mmodity circulation, the purchasing power of paper mon¬ 
ey coincides with that of gold money. Usually the bour¬ 
geois state resorts to additional issues of paper money 
2“T \ ts ln , comes ^ usually below its outlays'^ This is par- 

ruDtions | haractensfa '> during wars, crises and other dis¬ 
ruptions. As a result, tho paper money depreciates. 

. us take an example, assuming that five billion add 

drcu S Ia«on h TT 0rt ^ ? - d ° llar ’ are re ^ uired ^r commodity 
circulation. The state issues this number of paper dollars. 

is means that each paper dollar represents one gold coin 
ed but theTt^t?- 1 cornmodity circt, lation remains unchang- 

One ild /o n - 1SSUeS 8 ' fiVe billi ° n PapGr d0lIars - 

S, n- i C °. m 1S now re P re sented by two paper dollar* 

of commod h itt iS t0 huy ° nIy the nZK 

dnllnr Th 1 ^ cou,d Piously be acquired for one 
foliar. Thus, the paper money has depreciated and its pur¬ 
chasing power has fallen. P 

in ?otS SS iS CaUed in V ati ™‘ Inflation entails a rise 
in commodity prices, but the wages and incomes of the 
working people m the capitalist countries grow during pe- 

prices ° This 9 is°whv T a “’ “ OTe 

inflation ^ h mg ma9Ses sufier most 

At a particular stage, inflation leads to serious disrun 
t.o„s m the economy. There are various means for restor 
mg normal money circulation. One of the methods of 


monetary reform is for the depreciated money to be re¬ 
placed by a smaller quantity of new money. 

The content and methods for implementing monetary 
reforms are determined by the bourgeois state in the inter¬ 
ests of the ruling class. As a consequence of monetary 
reforms carried out by the bourgeoisie, the standard of liv¬ 
ing of the masses falls. 

In addition to monetary reforms, the capitalist countries 
devalue their currencies. Devaluation is a drop, fixed legis¬ 
latively, in the gold content of the national monetary 
unit and, correspondingly, a drop in its official exchange 
rate in relation to the currencies of other countries. By 
resorting to devaluations, the bourgeois governments try 
to eliminate economic disturbances at the expense of the 
working people. Mass devaluations of the capitalist coun¬ 
tries’ currencies took place in 1949 and in 1967, but in 
relation to the US dollar not to gold. By the early 1970s, 
the unprecedented scale of militarisation of the economy’ 
and the deterioration of the USA’s position on the capitalist 
world market led to the US government officially abolishing 
the exchange of paper dollars for gold and reducing the 
gold content of the dollar, especially in 1971 and 1972. 
The devaluation of the US dollar, the main reserve curren¬ 
cy of the capitalist world, is one of the clearest manifes¬ 
tations of the monetary and financial crisis of imperialism. 

Credit money 

Apart from paper money, in the capitalist countries there 
also exists credit money, which arises from money’s func¬ 
tion as a means of payment. The simplest form of credit 
money is the bill of exchange, or promissory note, which 
debtor’s document of standard form, expressing an obli¬ 
gation to pay a certain sum of money by a certain date. 
*7 Passing from hand to hand during the sale and pur- 
nase of commodities, the promissory note or bill of ex¬ 
change fulfils the role of money. 

Initially, the role of credit money was fulfilled by the 
Pnvate commercial bill, i.e, one given by the purchaser 
me commodity. But the promissory notes of individuals 
hvV very narrow circulation, as they were only accepted 

of inH; a 1 CqU 1 ainted with the signatory. Later, the bills 
individuals began increasingly to be accepted and dis- 

















counted by banks. In their place, however, the banks began 
to give their own promissory notes, which came to be call 
ed bank notes. Bank notes are the promissory notes of the 
banker, and on presenting them at any time, the bearer 
c ; an receive their value in cash from the bank 
Bank notes could be exchanged for gold or other coin 
money Under these conditions they circulated on a par 
with gold, and did not depreciate. As capitalism develops 
there is a relative fall in the amount of gold in circulation 
and it begins to be accumulated increasingly in the form 
oi gold reserves in the central emission banks. In circu¬ 
lation gold begins to be replaced by bank notes and then by 
paper money. Initially, bank notes were usually exchangeable 
lor gold but later on inconvertible ones were issued. This 
made bank notes increasingly similar to paper money. 

Monetary systems 

For a comprehensive description of money, we must con¬ 
sider the various monetary systems that exist in the capi 
talist countries. 

Monetary systems are the forms in which a country’s 
money circulation is organised. There have been both me¬ 
tallic and paper monetary systems. If only one metal (gold 
or silver) acted as money, the system was called mono¬ 
metallic, but if both these metals were accepted as money, 
it was a bimetallic system. 

At different stages in the development of capitalism (16th 
and 1/th centuries), the monetary systems of many coun¬ 
tries were bimetallic. By the end of the 19th century, how- 
3ver, almost all the capitalist countries had gone over to 
a monometallic gold-based system of money circulation. 

ihe main features of a monometallic system are: free 
minting of gold coins, exchange of other money tokens for 
gold coins and gold flows between countries. The free mint¬ 
ing of gold coins means that private individuals may ex¬ 
change their gold for coins at the mint. At the same time, 
the owners of coins may turn them into gold bullion. Under 
such a system, the quantity of money in circulation corres¬ 
ponds spontaneously to the requirements of commodity 
circulation. 

Under gold monometallism, small change coins made of 
copper, nickel, and so on are issued for the purposes of 
small-scale turnover. 


From the beginning of the First World War (1914- 
1918), the capitalist countries went over to a paper money 
system ol circulation. Gold is now no longer in circulation 
anywhere. This is due to the general crisis of capitalism, 
the militarisation of the economy and the bourgeois states' 
use of money issues to rob the working people. 

5. THE LAW 

OF VALUE—AN ECONOMIC LAW 
OF COMMODITY PRODUCTION 

Competition and anarchy in production 

When private ownership predominates, the production of 
commodities takes place spontaneously. There is no (nor 
can there be) any institution to instruct the producer which 
commodity to manufacture and in what quantity. Indivi¬ 
dual entrepreneurs and farmers do not co-ordinate their 
production with other entrepreneurs or consumers. Anarchy 
prevails, i.e., production is unplanned and disorganised. 

The anarchy of production is intensified by competition, 
the fierce struggle between private producers for more 
profitable conditions of production and marketing and for 
higher profits. Competition and anarchy of production are 
a law of commodity production based on private property, 
fiaefi producer, be he a peasant, craftsman or capitalist 
(the capitalist does not, of course, produce the commodities 
himself, but on the market he acts as the producer) strives 
ior the highest possible income from the sale of his commo- 
hity. He cannot, however, predict exactly what the demand 
. it will be. He only knows which commodities were 
nf dema nd recently, and strives to produce as many 
them as possible. But the other producers act in the 
same way, with the result that each of them operates at 
hs own risk. It often turns out that far more of a com¬ 
modity is produced than is required by society. 

m-.v° 4 W ’ then ’ is P roduction regulated in a society in which 
i )at e ownership of the means of production predominates? 
11 is regulated by the law of value. 























The law of value 


The law of value is the economic law of commodity pro¬ 
duction in accordance with which commodities are produced 
and exchanged in correspondence with the quantity of so- 
^ f a "f pessary labour expended on making them. In other 
words, the law of value means that commodities are ex- 

nSant't < at T alue ’ exchan g ed commodities contain equal 

( mawmm * 8 S? ally . necessary lal >°ur and are equivalents. 
Consequently the price paid for a commodity (let us recall 

that price is the monetary expression of value) must cor¬ 
respond to its value. In reality, however, under t^e impact 

on f^i? P f and dem and, the prices of commodities exceed 
or fall short of their values. The smaller the supply of a 

° n th ! e market ’ the more the dema ^ d for it 
exceeds this supply, the higher its price will be, and vice 

rate? that ** law of value does not ope- 

ate. Not at all. The operation of any law can only be 

understood by studying a tremendous number of facte If 

me prices of some commodity are analysed for a protracted 

value d Vflnr °K Ut ^ at the diver g ence s above and below 

correspond 5 to ° Ut *>“ 

* n - Spite °* tbe disorderly and anarchic nature of produc- 

of°^“ “ a COm r d ^ 5 ° Ciety ba3ed on private ownership 
of the means of production, an equilibrium and propor 

H“ aIl *y from time to time established between indi- 

owes^tM ? Ch fn °/ the ec onomy. The commodity economy 
owes this to the law of value, which regulates production 

oufthar^ 3 tb ^ ugb market competition. Engels points 

out that since the competition within a society of ex¬ 
changing producers sets in operation the law of value in¬ 
herent m commodity production, it thereby brings about 
the only organisation and order ol social production pos¬ 
sible under the circumstances. Only through under-or over¬ 
valuation of products will the individual commodity produc- 

“ s , be dlrectly wllat and how much of this Society 

needs or does not need” 1 moiety 

ducHou °hasoa 011 0f the Iaw of value in commodity pro- 

Son a my of the moans ° r p- 

« EMna " s,,s ™ s *‘‘“rfSr 


1 ) The law of value spontaneously regulates the distri¬ 
bution of the means of production and labour power be¬ 
tween the various branches of production. 

The social division of labour requires a certain propor¬ 
tionality between branches, otherwise normal production 
cannot exisL. Price fluctuations and, consequently, the high¬ 
er or lower profitability of production give rise to either 
an inflow of the means of production and labour into a 
particular branch, or an outflow from it. 

Here is a clear and pointed section from M. Ilyin’s hook 
“The Tale of the Great Plan”. The author has managed 
to provide a very descriptive examplo of how the law of 
value regulates commodity production based on private 
property, especially capitalist production. 

“Mr. Fox comes into somo money—a million dollars. 
But money must be made to work. Mr. Fox looks through 
the newspapers, asks his friends’ advice and hires agents. 
From morning till night, the agents race about the city 
looking and asking. What should Mr. Fox invest his mon¬ 
ey in? 

“At last they find something! Hats! That’s what he must 
make. Hats sell well and people are making money out 
of them. 

“There’s no point in thinking any more about it. Mr. 
Fox builds a hat factory. Mr. Pox, Mr. Grox and Mr. Knox 
get the same idea at the same time. And they all begin to 
build hat factories. 

“Six months later there are several new hat factories 
in the country. The shops are crammed full of hatboxes. 
-The warehouses are bursting at the seams. There are an¬ 
nouncements, billboards and adverts everywhere: hats, hats, 
hats. But the factories continue to produce at full steam. 
A ad then something happens that Mr. Fox, Mr. Knox and 
Mr. Crox did not foresee. People stopped buying hats. Mr. 
Knox drops the pric ( e of his hate by 20 cents, Mr. Crox 
r>y 40 cents and Mr. Fox sells his at a loss, just to get rid 
of them. 

“But things get worse and worse... 

... And suddenly—slop! Mr. Fox closes his factory. 
Iwo thousand workers are all laid off and thrown on to 
lae streets. The next day Mr. Knox closes his. A week 
later virtually all hat factories are at a standstill. Thou¬ 
sands are out of work. New machinery is rusting away. 
The premises are sold for demolition. 
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A year or two passes. The hats bought from Mr. Knov 
hox and Crox have worn out. People begin buying hats 
again The hat shops are empty. Dusty boxes are brought 
down from the top shelves. There just aren’t enough hats 
Hal prices go up And then not Mr. Fox, hut a Mr Duddle 
se s up m a profitable husiness-he builds a hat factory 

S t B e nf m S f lde t ? ? CCurs t0 other cleve r businessmen^ 
Mr. Buddie, Mr Fuddle and Mr. Nuddle. And the whole 
thing starts again.” 

2) The law of value encourages commodity producers 
to develop their productive forces. The magnitude of the 

mfn e i ^ a co . m ™ odll y IS > as we have already seen, deter¬ 
mined by socially necessary labour. Those commodity pro¬ 
ducers who employ more sophisticated technology and organ¬ 
ise production better, etc., produce their output for fewer 
inputs than are socially necessary. Meanwhile, theso com¬ 
modities are sold at prices corresponding to the socially 
necessary abour. As a result, those producers receive extra 

cr^tn T 1 jeC f °T r i ch - T i hlS oncoura g GS the other produc¬ 
ers to ma.ve technological improvements in their enter- 

prises, too This is how technology is improved and s,V 
ciety s productive forces develop. 

3) Under certain conditions, the operation of the law of 

relating Ti . emer 8 e ™e and development of capitalist 

value ?nteil ie r "Tn fluctuations of ™ a rket prices around 
\alue intensify the economic inequality and struggle be¬ 
tween producers. Competition ruins some producers and 
enriches others. The operation of the law of valie leads 

anrfthp* Llfi cat i °n of commodity producers into bourgeoisie 
and the prdetanat, to a concentration of an increasing part 

t^r r a l P ^X°rs. in thP ha '" IS ° f «5an t { 


The fetishism of commodities 

• have al ^ady explained that the labour of each indi- 

has IheTo™ o? P™ 1 " 061 ; £ ein f? “socially social labour, 
the * orm .of private labour. The social character of 
labour, the social links between producers and their mutual 
dependence are revealed and manifested only on the marke 
during the exchange of commodities. It is as if not Toole 
hut commodities, were entering into relation* with one 
another here. In this situation, the commodities bear and 
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express the social relations between people. A thing made 
jjy a producer, once it comes on to the market and enters 
j U to relations with other commodities, ceases, as it were, 
to obey its master, begins to live a sort of independent 
life, and a capricious one at that. Today a pair of shoes 
may bring in, say, 20 dollars; tomorrow—only 15 dollars. 
The day after, it turns out that no one will give anything 
for shoes. But sometime later, people will do anything to 
get hold of a pair of shoes and will give anything asked 
for them. 

This independent life of tho commodity on the market, 
so full of chance, also compels people to assign special 
qualities to it that are, in fac.t, not inherent in it at all. 
People see only relations between commodities where, in 
fact, there exist social relations of production. The rela¬ 
tions between people are hidden behind those hetweon 
things. 

This transmutation of relations of production, which is 
inherent in the commodity economy based on private own¬ 
ership of the means of production, Marx calls fetishism of 
commodities . 1 

As commodity production develops, the fetishism of com¬ 
modities expands and becomes stronger. When money ap¬ 
pears on the scene, it acquires its final form—that of money 
fetishism. People see it as a natural quality of money, gold 
that it can purchase anything. In fact, however, this qual¬ 
ity of gold is a result of particular social relations, rela¬ 
tions of commodity production. 

The secret of commodity fetishism was first discovered 
by Marx. With the abolition of private ownership of the 
means of production, commodity fetishism will disappear, 
too. 


REVISION EXERCISES 

1- What are the conditions that give rise to commodity 
production? 

2. Describe simple commodity production and capitalist 
commodity production. 

1 The word “fetishism” means a religious worship by people of 
things they themselves have created—fetishes. A “fetish’’ is a thing 
that superstitious people believe to have supernatural, magical 

Powers. 
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?■ ™ a ‘ are the use value aud value of a commodity? 

4. What are concrete and abstract labour? 

productiom mai '‘ contrad -«“ of simple commodity 

motoyf determines tIle of the value of a com- 

o ™. W . liat do the essence and functions of money consist? 
8. JVhat are paper and credit money? 8W 

“• .£at IS tho essence of inflation? 

10. What are competition and anarchy of production? 

cnn>°Tt lb6 th f kW ° f Value ‘ How does if opeme under 
means ofproSucUo*u°“ ^ ° D “ ° Wnershi P of ^ 
12. What is the essence of the fetishism of commodities? 


Chapter III 

CAPITAL AND SURPLUS VALUE. 
WAGES UNDER CAPITALISM 


At a certain stage in the development of society, com¬ 
modity production is responsible for the emergence of 
capitalism. What is capitalism? Lenin gives a clear and 
simple definition. “Capitalism is the name given to that 
social system under which the land, factories, implements, 
etc., belong to a small number of landed proprietors and 
capitalists, while the mass of the people possesses no prop¬ 
erty, or very little property, and is compelled to hire itself 
out as workers.” 1 

Under capitalism, the working people enjoy personal 
freedom, but they are, at the same time, deprived of the 
means of production and, consequently, means of subsist¬ 
ence, so they are compelled to work in capitalist enter¬ 
prises. 

IIow did it happen that the means of production fell 
into the hands of a small group of people? 


1. PRIMITIVE ACCUMULATION 
OF CAPITAL 

The conditions for the emergence 
°f capitalism 

Bourgoois ideologists deliberately distort the history of 
now the capitalist and working classes emerged. In an 

r, ' I- Lenin, “On Strikes”, Collected Works, Vol. 4, Progress 
Publishers, Moscow, 1977, p. 311. 





attempt to justify in every possible way the unjust distri. 
biiUon of material wealth, they invent explanations for 
the division of society into rich and poor. Since time iZ 

i bey Say ’ ? eop , le have alwa V s be ™ different in 
lazv £ frT ^ hard ~ workill 6 and thrifty; others are 
wfJl'tn no n gr ° Up « raduaI *y accumulates all sorts of 

ZfUlh!’ t^ l e th , e se “ nd remains poor. In fact, this is a 
ally false explanation of the origins of capitalism. 

ma] ° r , condition8 are required for capitalism to 
, pe0pl f personal freedom but having no 

Tn ,Z ° pro ?? l * w ' 1 or means of subsistence, and therefore 
having to sell their labour power, and a concentration of 

hnnZT ° pr u f ti0 I l and lar S e sam ° of money in the 
hands of certain individuals. 

These two conditions were fulfilled under the feudal sys- 
rp'ij™ un ?.? ! 10 stratification of small commodify producers 

Jcceler ?od ° f tb ° C / pitaIist m » do Production was 

the flagrant coercion on the part, of 

itips ^w t m0r f lng bourgeoisie and the state author¬ 
ities against the broad population. 


The divorce of the producer 
from the means of production. 

Accumulation of wealth 
in the hands of a few 

which Fimittue accumulation of capital is the process by 
which the conditions necessary for the emergence of cani- 

therefoie” Tof M ““t Primitive TcumlS, 

process of 13 ".° thlng else tian the historical 

T ,? f , dl ™ ra “g the producer from the means of pre 
™; , £his .Process constitutes the history leading up 

typical for Pnm p e rr nl f ion ,00k p,acc in its most 

peasants' comm" T!' Z 8re the landI m-ds seized the 
of tCr hlT S land , and even drove the peasants out 
W ih! 1 h ?, The Iand appropriated from the peasants 

orn to enao°r f erS WaS Si™ 815 into shee P P astara « rented 
on the narf of ' , Th ere was great demand for wool 

on the part of the growing textile industry 

, l e T* m8 , 1,0 " r8 “™ aiso ,,sed s«ch methods as the 
appropriati on of crown lands and the plunder of church 

1 K. Marx, Capital, Vo!. I, p. 668. 
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rotierty Masses of people, deprived of their means of 
P Wstence, became vagrants, beggars and villains. The 
vSnment passed harsh laws against the people, who had 
g ° robbed and were trying to stand up for themselves. 
een F i1 these were called “bloody legislation”. The 
•obbcd people were forced by torture, lashings, and brand¬ 
ing into capitalist enterprises. , 

The fact that the peasants were deprived of their lancl 
a twofold result: first, the land became the private 
nroDerty of a comparatively small number of people; second, 
L abundant supply of wage labour was ensured for in¬ 
dustry Thus, the first conditions necessary for the emergence 
0 f capitalism was created- -the existence of a mass of prop- 
crtyless people, personally free but, at the same time, 
deprived of the meaos of production. 

Marx notes the following chief means oi forming tne 
monetary wealth necessary for setting up large-scale capi¬ 
talist enterprises: (1) the colonial system-plunder and 
enslavement of the peoples of America, Asia and Africa, 

(2) the tax system—tax farming, monopoly and other ways 
of appropriating part of the tax lovied on the population. 

(3) the system’ of protectionism—state’s encouragement o. 

the development of capitalist industry; (4) inhuman exploi¬ 
tation. , 

As a result of primitive accumulation, labour power de¬ 
prived of means of production was created in massive quan¬ 
tities and huge monetary wealth accumulated in the hands 
of only a few people. 

2. THE TRANSFORMATION 
OF MONEY INTO CAPITAL 

The general formula for capital 

Money is not, in itself, capital. As we have already seen, 
it existed long before the emergence of capitalism. Money 
°nly becomes capital at a specific stage in the development 
of commodity production. Before capitalism, under simple 
commodity production, commodity circulation can be express¬ 
ed by the formula: C—M—C (commodity -money—commo¬ 
dity). In this, money functions not as capital, but as a me¬ 
dium in the circulation of commodities. One commodity is 
sold for the purpose of purchasing another. The movement 
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of capital is expressed by another formula: M-C-i if 

io m roT7emn g m0dity ^ Ir ° ney) ’ i ' e ’ purcha - ‘he'p * 

°~ A l~ C characteristic °f simple commoditv 

production shows that one commodity is exchan crprfr 
another through the medium of money. Vne^sefves * 
on intermediary in exchange, and is not capital. The goa 

T m n dlt 7 GXchange is clear. A cobbler, for instance 
-ells his boots m order to buy bread. One use value is ex’ 
c.mnged for another through the medium or money. 

1 he formula M—C—M is completely different In this case 
£ “L 1 ® the pomt f de P art «re of the entire process and 
> n A a! ? a for purchasing something which is to 

bo sold, i.e., it functions as capital. The capitalist uses 

ifw ssrjxsssas ait 

merit nf P i nt at ? U ’ how °™r, in all tho movo- 

s“me ! lf ’ ,n tho , Gn ,1 tho capitalist received the 
inTrdCT th»t lT Dey f i 10 had ori ginnlly- Capital exists 
mnrn that ’ n at end 0 * lts uiovement, there might, be 
more money than at the beginning. The final goal V all 

der StalTsm “ th ® r T ipt ° f profits Th ™, un 

MlrxT^r?hn h f G ii O ^ ln0 ? t 0f 1 monG y is expressed by 
* drx using the following formula, which he calW fhn 

general formula for capital: M-C-M', whLVeoualthe 

This °iiicrement 0ri or nally T advancecl P lus a certain increment, 
i V ? ^ or sur P lus over the original sum Mnrv 

hfs forTnTa * mlUe ’ f0r WMch he USed the letter “ m ” in 
The formula for simple commodity circulation: C—M—C 
The general formula for capital: M—C—M' (M+m) C 

exchange of commoXo^C 1? CLta.menjT f °V h ° 

.mites * - 

or value that yields surplus value is called capital R ’ 

a:? xr 



han^e of equal values. If everyone manages to sell his 
commodities above value by, say, 10 per cent, when he¬ 
roines a purchaser, he will pay those selling to him the same 
extra 10 per cent. Thus, that which the producers gain as 
sellers, they lose as purchasers. In fact, however, the entire 
capitalist class obtains an increment on capital. 

How does the capitalist derive surplus value if he pur¬ 
chases and sells all commodities at value? 

The general formula for capital includes two elements— 
money and the commodity. Consequently, the increment 
in value can only appear as a result of changes in either 
the money or the commodity. Money, as wo have seen, can¬ 
not change its value and engender an increment on its own. 
This means that the source of the growth of value must 
be sought in the commodity. 

In order for money to he transformed into capital, the 
capitalist must find on the market a commodity that creates 
more value when it is consumed than it possesses in itself. 
This commodity is labour power. 

Labour power as a commodity, 
its value and use value 

Labour power is the totality of physical and mental abil¬ 
ities possessed by man, which he uses in producing mate¬ 
rial woalth. In any society, labour power is an essential 
element of production, but only under capitalism does it 
become a commodity. 

Labour power cannot he a commodity in slave society, 
for the slave belongs to his master. He is not his own mas¬ 
ter, so he cannot sell his labour power. The small peasant 
or artisan owning the means of production does not sell 
his labour power either. He uses it himself. 

It is a different matter once the peasant has been driven 
from the land or the artisan ruined, i.e., when the working 
People are deprived of tho means of production and means 
of subsistence. In these circumstances, the only thing he 
can offer on the market is his own labour power. 

Like any other commodity, under capitalism labour power 
must have and, indeed, does have, its own value and use 
value. Tho value of labour power, like that of any other 
commodity, is determined hv the labour time socially nec¬ 
essary for its reproduction. Labour power is man’s ability 
to work. It exists only while its owner is alive, and to 
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remain alive the working man needs a certain quantity of 
moans of subsistence. Consequently, the value of lahool 

!3vi S ? te 'T ed ’?■ Ihc the commodities nec- 

essary to keep the worker himself alive. 

The quantity and quality of the necessary means of sub 

sis once of the worker in each country depend on a number" 

uLder which of econ< ; mic development, the conditions 
under winch the working class took shape, how lony 

Ilf™ 1 ? W ? ge a ^**uggle for its interests and hoV suc¬ 
cessful it has been in this. 

The modern worker has socio-cultural requirements that 
arose under specific historical conditions. They include for 

ol^i * VT S “ ity r dins news l ,a P° r s and books, 
class stable I ’/ B to D tho dnema - Participating in the 
menh d?ffe 8 f 80 B,,t tflese socio-cultural require- 
eo “f7 10 co ™ try and period to period. 

in the economic S Mv PI t f' C T“ eS they ar0 ■»»*« than 
me economically backward ones. The value of lahmir 

e P S °sZ tr th r l0Ie ’ thC ^ of the tldngs nc” 

essary for satisfying the socio-cultural requirements of 

the working class as they have taken shape histSlv , P n 

out § “In r C 0 ° n T tr r f- rd 9t th ? given timG * As Marx pointed 
out, In contradistinction therefore to the case nfnther 

ofThour'nn th ° re s . into fche determination of the vaL 
T V Wer / historical and moral element.” * 

lebm, the WOrke ? fainilies that provide the increase in 
too th va * ue lab °ur power must include 

of ihc wo r t'rVfami i r ai ’ a ° f S,l))SiStenC0 f ° r " le m ™ bers 

trade a ExpenSr« “f S ° me t ‘ me *° acquire a particular 

ing are also included in the value nf thn uu am 

Thus thn uni,,* i u vame °t the labour power 

of the mf 1 f I labour P° wer ia determined bv the value 
and srw! anS n° f s ? bsistence necessary to satisfy the physical 
and socio-cultural requirements considered normal S AfJ 

capitalism ffiWC ^ ^ ^ 

1 K. Marx, Capital, Vol. I, p. 168. 
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♦he labour process, than that of his own labour power. 
j t i s this feature of labour power, its ability to create 
surplus value, that interests the capitalist. 

Now let us look at how, in the process of the comsump- 
tion of labour power, surplus value is created and the capi¬ 
talist becomes richer. 

3 THE production of surplus value. 

CAPITALIST EXPLOITATION 

Specifics of the labour process 
under capitalism 

Labour power is consumed during the labour process, 
which always lakes place in a particular social form. The 
social form of the labour process consists of the relations 
of production, which are based on the form of ownership 
of the means of production. The specifics of the labour 
process in any society depend on who owns the means 
of production. Under capitalism, it is the capitalist, the 
worker being deprived of them. The labour process under 
capitalism is, therefore, characterised by tho following spo- 
cifics: 

First, the worker works under the supervision of the 
capitalist for whom the labour process takes place. The 
capitalist decides what exactly should be produced, in what 
quantities and how. 

Second, the product created during the labour process 
belongs not to the worker who manufactured it, but to the 
capitalist. 

These features of the labour process under capitalism 
transform the worker’s labour into forced labour, into a 
heavy burden. 

The labour process and 
the expansion of value. 

Capitalist exploitation 

Capitalist production constitutes a unified process of 
creating use value and of the expansion of value. 

In a commodity economy, use value cannot be created 
unless value is created at the same time. The ■worker who 
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produces the commodity spends his labour, which is dual 
m character. On the one hand, it is concrete labour and i 
creates use value. On the other hand it is abstract ten 1 
creating the value of the commodity. For the ca p Tt a ist ?h' r 
production of use values is merely a means foratS ni t 

thn? is fhr g ° a '\ and ™ otive f° rc e behind capitalist produc¬ 
tion is the creation of surplus value V 

5 needs 

mo^ylvimn thT mater f'into^finJhed com-' 
moaity when the commodity is ready the eanitalfst «„ite 

d on the market and, with the money he receives buy 

^our%" a nd S s„ b r 
he 'illustrated °as Toll(nvsf^ InS ag “ ln ' Scheraaticall y th is can 

yLp 

M — C ... P ... C' — M\ 

Mp 

at is the value of the commodity produced? 

To make aS S e ° apit! ! list owas a factory. 

sisilfiP# 

cost 30 dollars ner V 0Jiars> /he other materials 

manufacturing the suits wea/Z °£ 15 ’°°° ?° Uars - In 

production CaP ' tahSt ^ h ° Ught necessary for 

His expenditures on the manufacture of 500 suits are- 
wool 

other materials dolIars 

on : 

2,500 » 

TotaI: 67,500 dollars 
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The value of one suit (67,500:500) is 135 dollars. On 
the market the capitalist observes that such suits sell at 
135 dollars each, so he has to sell his suits at this price, 
t00 Thus, the capitalist advanced 67,500 dollars for pro¬ 
duction and received the same 67,500 dollars back from 
the sale of the output produced (135X500). No surplus 
value was created. The money was not transformed into 
capital. 

How, then, does surplus value arise? 

The fact is that- the value of labour power is reproduced 
not in the course of the entire working day, hut of only part 
of it, say four hours. But tho capitalist makes the worker 
work more than four hours a day. He has paid the daily 
value of labour power and now owns the use value of this 
commodity throughout the working day. As a result, the 
capitalist compels tho worker to work eight or more hours 
a day, and the lengthened labour process allows the worker 
to create more value than that of his own labour power. 

Let us assume that the capitalist makes the worker work 
not four, but eight hours a day. In eight hours of labour 
the workforce (in our example, 500 people) will use twice 
as much of the means of production, cause double the 
wear and tear and create double the output, i.e., 1,000 suits. 
Now let us see what tho capitalist’s outlays are: 

wool 90,000 dollars 

other materials 30,000 » 

wear and tear on machinory 10,000 * 

labour power 2,500 » 


Total: 132,500 dollars 

Over the eight-hour day the workers have produced 
1,000 suits, which sell on the market at 135 dollars each, 
bringing the capitalist 135,000 dollars. He advanced 132,500 
dollars, but received 135,000. The initial value advanced 
has been increased by 2,500 dollars. These 2,500 dollars 
are the surplus value and the money has been transformed 
into capital. 

The receipt of surplus value depends on the workers 
working longer than necessary to reproduce the value of 
fheir labour power and creating value in excess of that of 
their labour power, i.e., surplus value. Surplus value is, 
consequently, the result of the working class’s exploitation 
by capitalists. 

Exploitation of man by man was not engendered by 
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capitalism; it existed earlier. In slave and feudal socie 
ties, the labour of slaves and serfs was overtly fororvi 

or dTgu“". eXP i,ati0n them was in «ed 

Under capitalism, however, the worker is not personallv 

f d hT^ d nTi*^ e d ° es notaCtually bel oDg to a capitalist, so 
the capitalist cannot make him work by force. The worker 

does not though have any means of production or means 
of subsistence of his own, so he is compelled to sell his 
labour power. Thus, the system of wage labour is a system 
oi wage slavery. The coercion here is economic. 

Under capitalism, the forced nature of labour is conceal¬ 
ed. Having reyea ed the secret of capitalist exploitation 
Marx discovered the basic economic law of the capitalist 
mode of production. ‘Production of surplus-value is the 
absolute law of this mode of production.” 1 
The law of surplus value allows us to understand and 
explain all the processes and phenomena taking place in 
bourgeois society It expresses the exploitative essence of 
s mode of production. Its operation is conditioned by an 
intensification of competition and anarchy of production 
under capitalism increasing poverty of the working masses, 
growing unemployment, a deeping and exacerbation of 
an the contradictions of capitalism. 

Necessary and surplus labour time 

The working day in a capitalist enterprise divides into 
two parts: necessary labour time and surplus labour time. 
Correspondingly, the worker’s labour divides into necessary 
and surplus labour. J 

A ccessary labour time and necessary labour are the labour 
time and the labour the worker requires to reproduce the 
value of his labour power, i.e., the value of the means of 
subsistence he needs. The capitalist pays wages for the 
necessary labour time. 

bur plus time and surplus labour are the time and the 
labour expended on the production of the surplus product. 

he sut plus product under capitalism acquires the form of 
surplus value, which is appropriated by the capitalists. The 
ratio of the surplus labour or surplus labour time to the 


1 K. Marx, Capital, Vol. I, p. 580. 


necessary labour or necessary labour time shows the degree 
0 j exploitation of the worker. Consequently, surplus tirno 
and surplus labour express a specific social relation char¬ 
acterising exploitation of the working class by the owners 
of the means of production—the capitalists. 

Capitalist ownership of the means of production and ex¬ 
ploitation of wage labour divide bourgeois society into 
hostile classes. 

The class structure of bourgeois society 

Marx and Engels proved that tho division of society into 
classes is linked with the appearance of private ownership 
of the means of production, i.c., of the land, minerals, and 
instruments of labour, in a word, everything people need 
to produce material wealth. One part of society, the mino¬ 
rity, concentrates tho means of production in its hands and 
is therefore able to exploit the other part of society, which 
is deprived of tho means of production. 

Lenin said that, in an exploitative society, the term 
“class” applies to groups of people, one of which can ap¬ 
propriate the labour of another owing to tho different places 
they occupy in a definite system of social economy. 1 

The first ever division of human society into classes was 
that between slaves and slave-owners. With the transition 
from the slave to the feudal system, it was replaced by a 
division of society into serfs and feudal lords. 

Bourgeois society is characterised by the existence of 
two major opposing classes—the bourgeoisie and the pro¬ 
letariat. The bourgeoisie is the class that owns the means 
of production and uses them to exploit the workers in order 
to derive surplus value. The proletariat is the class of wage 
workers, deprived of means of production and consequently 
subject to capitalist exploitation. Under capitalism there 
also exist tho classes of landowners and peasants, surviving 
from the feudal system. 

The bourgeoisie and the proletariat are antagonistic 
classes, i.e., they have opposing and irreconcilably hostile 
interests. As capitalism develops, tho proletariat grows in 
numbers, becomes increasingly conscious of its class inter- 


’ See V. I. Lenin, “A Great Beginning”, Collected Works, Vol. 29, 
Progress Publishers, Moscow, 4977, p. 424. 
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ests, develops and organises itself for a struggle against 
the bourgeoisie. The class struggle waged by the proletariat 
against the bourgeoisie constitutes the chief feature of 
bourgeois society. The proletariat is the most revolutionary 
class of capitalist society; it is tile gravedigger of capi¬ 
talism. 

The socio-economic and political inequality under capi¬ 
talism is deliberately maintained by the bourgeois state, 
which protects capitalist private ownership of the means 
of production, facilitates exploitation of the working people 
and suppresses their struggle against the capitalist system. 

Bourgeois sociologists and legal experts picture the bour¬ 
geois state as being above classes and standing above so¬ 
ciety in general. In reality, however, the bourgeois state 
is a political organisation of the economically dominant 
class, a dictatorship of the bourgeoisie. 

The bourgeois state’s main task, like that of any ex¬ 
ploitative state, consists in keeping the exploited majority 
subordinated and obedient to the reding class. The bourgeois 
state takos different forms (monarchy or republic) and 
regimes (democratic, fascist or despotic), but its essence 
is one and the same—all forms of bourgeois state are dic¬ 
tatorships of the bourgeoisie. The capitalist stato’s aim is 
to maintain and consolidate the exploitation of wage labour 
by capital. 

4. CAPITAL AND ITS COMPONENT PARTS 

Capital as a social relation 
of production 

Bourgeois economists apply the term “capital” to all 
instruments of labour, from primitive man’s sticks and 
stones. One bourgeois author said that “in the first stone 
which ho (the savage) flings at the wild animal he pursues, 
in the first stick that he seizes to strike down the fruit 
which hangs above his reach, we see the appropriation of 
one article for the purpose of aiding in the acquisition of 
another, and thus discover the origin of capital”. 1 The 
purpose of this explanation is to concoal the exploitation of 
the working class under capitalism and to present capital 


1 Quoted from: K. Marx, Capital, Vol. I, p. 179. 
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l the form of an eternal condition for the existence of 

society-^ k oweverj moans of production are not, in thern- 
elves capital: they are a necessary condition for the exist¬ 
ence of any society and, in this sense, classes make no 
difference to them. Means of production only become capital 
when they are the private property of capitalists and are 
used for exploitation of the working class. Capital is not 
a sum of money or means of production, but a historically 
determined socio-production relation under which the in¬ 
struments and moans of production, as well as the chief 
means of subsistence, are the property of the capitalist 
class; the working class is the chief productive force of 
society, but is deprived of means of production and means 
of subsistence, so it has to sell its labour power to the 
capitalists and suffer exploitation. In other words, capital 
is the value that, through the exploitation of wage workers, 
begets surplus value. 

Of major significance for clarifying the essence of capital 
and the mechanism of capitalist exploitation is the division 
of capital into constant and variable. It is this division 
into constant and variable capital that explains where sur¬ 
plus value comes from. 


Constant and variable capital 

When he begins production, the capitalist spends part 
of his capital on building factory premises, on purchasing 
machinery, raw and other materials and fuel, the size of 
this capital embodied in the means of production is not 
changed during the production process. It is merely trans¬ 
ferred to the commodity to the extent that the means of 
production are used up or worn out. lhus, the value oi 
the raw and other materials and fuel is transferred in its 
entirety to the new product during each act of production. 
A machine, however, will have a service life of, say, 
ten years and so will transfer 10 per cent of its value to 
new output each year. The part of capital that is spent 
on means of production (machinery, machine-tools, raw 
materials, etc.) and does not change its magnitude during 
the production process is called constant capital. Marx uses 
the letter “c” to signify constant capital. 

Apart from means of production, the capitalist also pur- 
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chases labour power, spending on it part of his capi¬ 
tal. At the end of the production process, the capitalist 
receives new value produced by the workers. This new value 
is greater than that of labour power that the capitalist pays 
in the form of wages. The part of capital spent on the 
purchase of labour power, which grows during the produc¬ 
tion process as a result of the workers creating surplus 
value, is called variable capital , for which Marx uses the 
letter ‘V\ 

By discovering the division of capital into constant and 
variable, Marx revealed the secret of capital, which is that 
only variable capital creates surplus value. Marx uses the 
letter “m” (from the German Mehrwert) to signify surplus 
value. 

Bourgeois economists reject tho divisiou of capital into 
constant and variable. In their attempts to defend capital¬ 
ism, they do not want to reveal its exploitative nature. They 
recognise only the division of capital that the capitalist 
uses in his accounts, i.e., that between fixed and circulating. 
This division of capital throws light on the production 
mechanism, but it masks capitalist exploitation. 

Fixed and circulating capital 

The division of capital into fixed and circulating is de¬ 
termined by the way the various parts of productive capi¬ 
tal transfer their value to the finished product—all at once 
or hit by bit. 

The part of capital that transfers its value to the finish¬ 
ed product gradually as it wears out (premises, machinery 
and equipment) is called fixed capital. The part of capital 
that is spent on raw and other materials, labour power and 
fuel, etc., transfers its value in its entirety to the output 
during a single production period and returns to the capi¬ 
talist in the form of money received from the sale of the 
commodity, is called circulating capital. 

The division of capital into fixed and circulating com¬ 
pletely masks the fundamental difference between means of 
production and labour power. Here labour powor falls into 
the same category as raw and other materials and fuel, and 
stands with them in opposition to the other part of the 
moans of production. This division conceals the special role 
of labour power as the only creator of surplus value and 
veils the essence of capitalist exploitation. 


The two different ways of dividing capital can he repre¬ 
sented graphically as follows: 

Division by role in the process of Division by naturmof 

exploitation circulation 

{ Factory premises, instal- \ 
lations, equipment, ma- 1 Fixed capital 

chinery J 

Raw and other mate- ^ 

rials, fuel | Circulating capital 

Variable capital (Workers’ wages j 

The mavSS and rate of surplus value 

Surplus value has a specific magnitude, both absolute 
and relative. The absolute magnitude of surplus value is 
called the mass of surplus value, and it depends on the 
degree of exploitation and number of exploited workers. 
The relative magnitude of surplus value is expressed in the 
rale of surplus value or tho degree of exploitation. 

By explaining tho division of capital into constant and 
variable, Marx not only revealed the essence of capitalist 
exploitation; he also showed how to measure the degree 
of this exploitation. 

Constant capital (c) does not create surplus value, so, 
when determining the rato of surplus value, it must ho 
excluded. Variable capital (u) does create surplus valuo, so, 
iu order to determine the relative magnitude of surplus 
value, surplus value must be taken in its ratio to variable 
capital alone. This will give the rate of surplus value, which 
is a precise expression of the degree of exploitation of 
labour power. If we signify the rate of surplus value with 

the letter m' , we get the ratio m =— X 100%. Let us 

illustrate this with an example. Suppose that the capitalist 
advances 100,000 c +20,000 v = 120,000 (in dollars), for 
the production of commodities, the goods produced are sold 
for 140,000 dollars. This means that the capitalist receives 
20,000 dollars surplus value. 

What is the rate of surplus value? 

m' = X 100% = X 100% = 100% 

This example shows that the worker’s labour is here 
divided into necessary and surplus equally, i.e., for half 
the working day the worker works for himself, and for tho 

t* 
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other half, he works for the capitalist for no wages. The 
greater the size of surplus labour compared with the neees 
sary, the greater the degree of exploitation 

In the Ca !?SA iS ,l deV t el0P f S ’ rate ? £ SUrplus value 
in the UbA, the rate of surplus value in the mining and 

manufacturing industries, as calculated from official g data 

was 14o per cent in 1889, 165 per cent in 1919 210 ner 

Tot tit 9 : 220 - *9*9, aboutVo 9 peV^ent^n 

I9 t/ and is now over 300 per cent. 

How is this rise in the degree of exploitation of the 
workers under capitalism achieved? 


5. TWO WAYS OF INCREASING 
THE DEGREE OF EXPLOITATION 
OF THE WORKING CLASS 

Absolute surplus value 


, * r . om ^ above exposition that, under capilal- 

n “’ the working dft y 1S divided into two parts: (1) tho 
necessary labour time required to produce that quantity of 

(2^urn]n S a t 7 alue , 8q ? al to that of labour power; 

( 2 ) surplus labour time, during which the worker works 
lor the capitalist and creates surplus value. 

five C hour ta nr’ wV 3 ? example ’ a working day of ten hours, 
, e hour b of which are necessary labour time and five 

hours surplus time. Lot us illustrate this graphically: 

L 5 hours | 5 hours | 

necessary labour time llu'rplus labour time 

Here the rate of surplus value will be: 


!2_ _ 5 hours surplus time 

v 5 hours necessary time 


X 100% = 100% 


If the necessary labour time remains constant then as 

w II y n . Jcn ? lhene d, ^e surplus labour time 

glow / I his will imply a growth in surplus value the 
greo of exploitation of the worker. Let us assume’that 

surnlrf^hf r 13 GXtended from ™ to 12 hours. The 
surplus labour time will now be seven hours, not fivo In 

this case, the rate of surplus value will he 
4-X 100% = 140%. 
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Marx called surplus value received by extending the working 
day absolute surplus value, and since the capitalist has 
a n insatiable desire for surplus value, he strives to make 
the working day as long as possible. 

What is the limit to ’which the capitalist can extend the 
working day? IE he could, he would make workers work 
24 hours a day, but this is not possible, for they have to 
rest, sleep and eat. This determines the purely physical 
limit to the working day. 

In addition there are moral limits. The worker is a 
member of society and he needs time to satisfy his cultu¬ 
ral and social requirements (to read newspapers and books, 
to go to the cinema, to meetings and so on). But since 
these limits to the xvorking day are flexible, under capital¬ 
ism the working day may last 8, 10, 12, 14, 16 or more 
hours a day. 

During the initial period of capitalism, in the interests 
of the bourgeoisie, the state authorities extended tho work¬ 
ing day by law 7 . Later on, w 7 hen technology was introduced 
into production and unemployment grew, the need for le¬ 
gislation to extend the working day disappeared. The capi¬ 
talist could use economic means to force tho workers to 
work to the limit. 

Tho working class began to wage a persistent struggle 
for a cut in the working day. This struggle began first 
in Britain, and it became particularly intensive after the 
Geneva Congress of the First International and the labour 
congress in Baltimore in 1866 came out with the eight-hour 
working day slogan. The working class’s struggle led to 
fhe majority of capitalist countries introducing legislation 
to limit the working day. IIow 7 does the capitalist solve 
the problem of obtaining more surplus value if he cannot 
extend the working day? 

Relative surplus value 

Tho second way to increase surplus value is, given a 
constant length of the working day, to reduce the neces- 
sar y labour time and thus increase the surplus labour time. 
How is this done? Let us recall that the value of labour 
power is determined by the amount of labour that must 
be spent to produce the worker’s means of subsistence. If 
there is an increase in the labour productivity in the in- 





































dustrics producing consumer goods, the value of these 
goods drops. This will mean a drop in the value of lafi 

£7e e, r\ n - d ’ a reduction in the necessary labour 

time. This is the basis on which the surplus labour time hs 
increased. 

Let us assume that the ten-hour working day breaks 
-own into five hours of necessary labour time and five 
hours of surplus labour time. Let us further assume that 
as a result of a rise m labour productivity, the necessary 
labour lime is reduced from five to three hours It is 
then dear that the surplus labour time will increase from 

lIII 0 , wTiTV i?- \ CgrQe ex P {oit ation (or rate of surplus 
value) will be higher, although the working day has re¬ 
mained unchanged. J 

Graphically this may he illustrated as follows: 

I 5 hour 3 | 5 hours I 

necessary labour tiTnej~urplus labour time 

The rate of surplus value m' -L x 100% = 100% 

o 

L _ 3 hours I 7 hours I 

necessary labour time! surplus labour time 

The rate of surplus value m 1 = ~ x 100% = 233% 

from inn rate of Sllrplus vaIue has increased 

in Sc °° .*? ?- 33 ? 6r C6nt as a coase( i uen ce of the change 
iJ, ,?*? 1 between the necessary and surplus labour 

^ working da?” “ * ^ ° f “ ate ° h ' te of 

r,„ S I Ir!>lllS , V ? lue arisin g as a result of a reduction in the 
necessary labour time and a corresponding increase in the 

53*“ t™ e following from a rise in labour produc- 

tivity is called relative surplus value. 

sii rplus Value C ° nditions ’ ca P italists also receive extra 

Extra surplus value 

Extra (or additional) surplus value is a variety of rela- 

p"? r B Jhth- EaCh n italiSt 8triv * to receive more 
profits, tor which purpose he introduces new machinery 


j production techniques, and thus achieves a rise in 
labour productivity and a reduction in the individual value 
of his commodities compared with the average value of 
tho^e produced in the given industry. Since the price of 
the commodity on the market is determined by the average 
conditions of production, the capitalist receives a higher 

than usual rate of surplus value. 

Extra surplus value is the difference between the social 
value of the commodity and its lower individual value. It 
has two features: first, it is received only by individual 
entrepreneurs, the first ones to introduce new, more pro¬ 
ductive technology; second, the given capitalist receives 
extra surplus value only temporarily, for sooner or later 
the latest equipment will be used in other enterprises, 
and then the capitalist who first introduced it is deprived 
of his advantages to receive extra surplus value. But the 
extra surplus value that disappears in one enterprise ap¬ 
pears in another, because another entrepreneur has made 
an even more sophisticated innovation. 

Extra surplus value plays an important role in the de¬ 
velopment of capitalism. In the pursuit of extra surplus 
value there is a spontaneous development of technology. 
But the capitalist who introduces the latest technology and 
production techniques tries to keep them a secret in order 
to delay their introduction in other enterprises. This in¬ 
tensifies the competition and contradictions between capi¬ 
talists. 

Thus, the pursuit of extra surplus value leads to a de¬ 
velopment of the productive forces, on the one hand, and 
to a slowdown in their development, on the other. 

The three stages in the development 
of capitalism in industry 

The production of relative surplus value is based on a 
growth in labour productivity, so analysis of relative sur¬ 
plus value reveals the three historical stages in the growth 
of labour productivity under capitalism: simple co-operation, 
manufactory and machine industry. The first and simplest 
way in which labour productivity was increased was capi¬ 
talist simple co-operation . which meant, essentially that the 
capitalist concentrated a comparatively large number of 
workers doing identical work in one workshop. 
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t the same operations as the workers themselves had 
Previously. But it was beyond the workers’ muscular 
strength to operate such a machine, so the motor mechan¬ 
ism— the steam engine—was invented to set many working 
machines in motion. The capitalist factory, based on the 
use of a system of machines for producing commodities, 
thus appeared. 

As a result of the use and improvement of machines, 
there was a tremendous rise in labour productivity and 
commodities became cheaper. At the same time, however, 
an enormous number of small producers and enterprises 
based on manual labour were ruined. 

The capitalist factory is a new stage in the fettering 
of labour by capital. In the factory, the worker becomes nc 
more than an appendage to the machine. The capitalist 
use of machinery leads to an extension of the working 
day, to the drawing of women and children into produc¬ 
tion, to the formation of armies of unemployed people and 
to a deterioration in the situation of the proletariat. But 
the capitalist does not always use machines. Under capi¬ 
talism there are limits to the use o:E machines determined 
by the fac ( t that the capitalist only introduces machines 
when the price of the machine is below that of the wages 
of the workers it displaces. The capitalist uses a machine 
only when profitable, so machine production does not do 
away with manual labour, which still exists today in the 
most developed capitalist, countries, such as the USA and 
Britain. 

The transition from manufactory to the factory means 
the final establishment of the capitalist mode of produc¬ 
tion. 

The basic contradiction of capitalism 

On the basis of large-scale machine industry there is a 
spontaneous socialisation of labour and production. In place 
of small workshops using manual labour there appear huge 
factories and plants serviced by thousands and thousands 
of workers with various trades. There is an increase in 
the division of labour in social production. All enterprises 
and industries are interlinked and interdependent. Engi¬ 
neering plants, for example, cannot operate without the out¬ 
put, of iron-and-steel works, the latter without coal, and 





























mines depend on engineering and other plants. Production 
thus becomes social in character. Commodities are the result 
of the labour of many hundreds of thousands of workers 
Meanwhile, under capitalism all enterprises, as well as 
the land and minerals, are privately owned. The products 
a / . S0C i al j. l abour are a PP^priated by the capitalists 

%nr^ adlC !' l ° n A aUSeS and deuel °P s between the social 
character of production and the private capitalist form of 

appropriahon. This is the basic contradiction of capitalism 

ihp ,l O f S1C + . C0l ? ad l Ctl ° n ° f capitaIism reHects that between 
the constantly developing productive forces and capitalist 

Hnn < 2fn S ? f i* Pr0dnC ? 0n - By * ncMasin *ly socialising produc¬ 
tion capitalism acts as a brake on the further develop- 

f0rc ' es - ln order f0 tak e this 
biake off capitalist property must he eliminated. Capital- 

th ° P. roduCtivo forccs ’ and thereby gives birth 
tn L°r ^r av f edl ^ ger_tl10 proletariat, a force called on 

cUst property ^ repla “ “ with * “■ 

6. WAGES UNDER CAPITAUISM 

The essence of wages 

rn.lw have f ?. XpIain r ed 1 that laboi,r powor is a commodity 
under capitalism. It has a value. The value of labour 
power, expressed in money, terms, is the price of labour 

In order to conceal capitalist exploitation, bourgeois econ- 

, a hour The k are „ the price of the worker’s 

labour. The worker supposedly works in the capitalist 

7 ar r s comraof hties and receiving the 
price of his labour for his labour, i.e, wages. 

format 1 . mprGSS /°? , that T wages are payment, for work pei*- 
X“ ed “ crGated h y the fact that the worker receives his 
wages after having worked for a specific period of time 

Gr00 ^ er ’ ) va ^ es arfi either set in accordance with the 

r T WOrkGd fhours > ***** weeks), or with the 
quantity of the articles produced. In actual fact w-mos 

nr " 1 V, <■*, 

value, or trie price of labour power 

In L * h “” is ” ot ? commodity, so it has no value or price 
In fact, In order for labour to bo sold, it must exist before 


the sale. Something that does not exist cannot he sold. 
When, for example, a cobbler puts his boots on the market, 
they actually exist and can he sold. But when the worker 
is hired by the capitalist, his labour does not yet exist. 
There is only his ability to work, his labour power. This 
is what the worker sells to the capitalist. When the capi¬ 
talist purchases-Habour power and pays money for it, it 
is not the worker as such that interests him, but his ability 
to work, his ability to create surplus value. 

Since in capitalist society wages outwardly appear as 
the payment for labour, the impression is inevitably created 
that all the worker’s labour is paid for. Let us assume 
that six hours of socially necessary labour time are requir¬ 
ed to produce means of subsistence for the worker and his 
family, if one hour of this time is expressed in one dollar, 
the value power is six dollars. The capitalist pays the full 
value of the labour power -six dollars, but the working day 
lasts, for example, twelve hours. One hour of labour is, 
in fact, paid at a rate of fifty cents. Wages conceal the 
fact that the capitalist pays for one half of the working 
day, but not for the other. Thus, wages erase any sign of 
the division of the working day into necessary and sur¬ 
plus, paid and unpaid. Wages create the impression that 
ail the labour of the wage worker is paid for, and thus con¬ 
ceal exploitation. This is one of the most important fea¬ 
tures distinguishing capitalism from all previous exploi¬ 
tative societies. 

Under slavery, for example, exploitation was in its most 
flagrant form. "The slave was a thing belonging to his 
master, who could do anything he liked with him: make 
him work from morn till night, give him hardly any food, 
he could even kill him and, of course, paid him nothing 
at all. Under feudalism, the serf paid his landowner rent 
in some form (labour, kind or money). Under capitalism, 
however, there is concealed exploitation. It even seems as 
if there is no exploitation, that the worker receives pay¬ 
ment for all his labour. Wages mask the exploitation of 
the workers under capitalism. 


Forms of wages 

Under capitalism, wages take various forms. If the pay¬ 
ment of the value of the commodity labour power is for a 































certain trap worked-a day, week, month, etc., these 
time wages. * e are 

In order to get a con*ect idea of the essence of 
wages under capitalism, they must he compared with ft! 
length of the working day. For instance, a capitalist 
a worker ten dollars for a ten-hour working day The 1V ! 
rage price of one hour of labour is one dollar. If, however' 
the capitahst extends the working day to twelve hours the 

E e f ° f hour + o? labour dr ops to 83 cents. So it is clear 
lat, for the capitalist, the system of time wages is a mean-* 
for increasing the exploitation of the workers. .'Uongsicle 
tune wages there also exists another form— piece wage* 

JtTLZ g C tiT 116 !° n the qUantity commodities 5 or 
pa ts made by the worker over a particular period of time 
(such as an hour or a day). 

iJS? Called 1 piece wages a converted form of time wage* 
Indeed, in order to establish the rate of payment for each 
unit produced, account is taken of, first! th“ daily time 
-w ages and second, the number of articles made by the most 
skilled and strongest worker. y G mosl 

If the daily time wage is ten dollars and the number of 

tafct wi^°nr ed rn y tlliS WOrker is twent y a da y. the capi- 
eSukr L? ni» y “ nts P" article - the capitalist 

then the P ? T 3geS d ° n0t e “ eed tirae wages. What 
1 ° t PleCe Wages? The y lla ™ a number of 

Under ni!re x^ k 1““ m ° re proiitable for the capitalist, 
unaei piece wages, for instance, the quality of the labour 

of a°vera°! e nd h . ,e } produ 1 ct - Tbe capitalist pays for articles 

paid for Thi= f hlgh q t ua y - LoW qual,ty articles are not 
pa d tor. This form of payment increases the tension in- 

ou put and h t G hi7s 0r r! er ’ S lab0Ur; he Strives t0 P roduc c more 
output and thus receive more money. But as soon as all 

G f ° r u ers mcrease thcir output, the capitalist reduces 

profit Marx ay the 0r f GaCh item ’ t and thus increas <* his own 

works th*! w ? eref T SayS . that the more the worker 
works, the less wages he receives. 

Capitalists use various forms of payment of labour de 

pending on the specific conditions ’ 

The^werT^sed^wide^fn^h^early^stage^of ^th^d Wa f eS ^ 

ment of capitalism, when the capitalists were striving°to 
increase the surplus value by eitending the worS dav 
This form of payment was profitable for them at the 5 time 
Later, when the length of the working day was restrict 


. piece wages became widespread. Under contempo- 

rv conditions, various forms of time-rate-bonus system 
becoming increasingly popular. . . 

The reason for the return to time wages is that, m 
modern capitalist industry, many industries have gone over 
m production lines using conveyors that impose their own 
rlivthm This means that the speed of production does not 
append on the worker, but is determined by the speed ot 
the conveyor or the specifics of production process, I he 
workers work more and more intensively, without any in¬ 
crease in their wage rates. „ . 

Time and piece wages are also often used together n 
the same enterprises. Under capitalism, these forms are ]U h ■ 
different ways of intensifying the exploitation of the work- 

' 1 In the pursuit of increased surplus value, the capitalists 
also use various sweating systems for organising the pro¬ 
duction process and wages. Essentially the idea here is to 
wring as much labour as possible out of the worker during 
a certain period of time. There are dozens of difierenl types 
of sweating system of wage payment. 

One of the first such systems was the Taylor system, 
named after the American engineer who thought it up. ine 
essence of this system is as follows: the capitalist selects 
the strongest and most skilled worker in the enterprise 
and makes him work full out. The time lie takes to iulnl 
each particular operation is registered by a chronometer in 
seconds and fractions of a second. These data are 
given to a special technical commission, which studies them 
and, on this basis, decides the production regime and time 
rates for all the workers. Two wage rates are set: one, a 
raised one for those who fulfil the job and another, very 
low one, for those who do not. The result of such a wage 
system is a sharp inc/ease in labour productivity, virtual y 
no increase in the workers’ wage fund, and consequently, 
a tremendous rise in the exploitation of labour. 

Another form of sweating system is l ordism which pui¬ 
snes the same goal of wringing the maximum possible 
labour out of the worker. This is achieved by speeding up 
the conveyor. If, previously, for instance, the conveyor 
moved at a speed of three metres a minute, its speed is 
now increased to four or five metres a minute. I bo worker 
is compelled, against his will, to work more intensively 
and exert greater efforts, while wages remain unchanged 
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and do not compensate for the vital energy spent. Under 
this system, many workers are completely worn out by the 
time they reach the age oi 45 or 50 and are dismissed 
by the factory owner. 

Moreover, the simplicity of the labour operations on the 
conveyor allow the capitalists to use unskilled workers, sot 
lower wage rates for them and, consequently receive higher 
profits. * 

Another sweating system is the participation in profit 
system, which consists in the capitalist telling the worker 
when he is hired that he will be paid less than by other 
capitalists, but at the end of each year, after the enter¬ 
prise s accounts have been settled, workers who have work¬ 
ed well will receive a share of the profits. 

This system increases the intensity ol' labour and retards 
the development of the class consciousness of the workers, 
disuniting them and hampering them in their struggle 
against entrepreneurs. The participation in profit system 
gives the workers the impression that they have a vested 
interest in raising the profitability of the capitalist enter¬ 
prise. 

Nominal and real wages 

In the first stages of the development of capitalism, the 
worker was rarely paid in money. The usual thing’was 
tor the capitalist enterprise to have its own factory shop 
selling lood and consumer goods. The workers took what 
they needed from this shop and, at the end of the month or 
reason, the capitalist calculated how much work had been 
done and how many commodities had been taken. It 
usually turned out that either no money at all or only a 
minimal sum of money was due to the worker. 

Today the system of payment in kind is widespread in 
the economically backward and underdeveloped countries. 
In the developed capitalist countries money wages predo¬ 
minate. r 

Wages expressed in money terms are called nominal 
wages. JNominal wages cannot, however, show the actual 
.c\el of payment of the worker; for determining this the 
concept of real wages is used. Real wages are expressed 
m terms of the worker’s means of subsistence. In other 
words, real wages show how many and precisely which 
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in eans of subsistence the worker can buy for himself and 
j,i s family with the money lie has earned. 

In determining reai wagos account must he taken of: 
the size of nominal wages, the price level for consumer 
goods and services, the size of taxes, the size of rents and 
other payments. As capitalism develops, real wages tend to 
fall. 

There are a number ol. reasons for the drop in real 
wages under capitalism. The most important is rising pri¬ 
ces. Let us suppose that a worker’s nominal wage rises 
somewhat. If, however, prices rise faster than wages, the 
worker can buy fewer goods for the same money, i.e., his 
real wages fall. This is precisely what is happening at 
present in the capitalist countries: prices are rising faster 
than wages. 

Another reason for the drop in reai wages is the increase 
in taxes and other payments (for housing, gas, electricity, 
water, etc.). Tho rise in these payments reduces wages, 
the result being a drop in real wages. A major role in 
reducing real wages is played by various production fines, 
deduction, etc. 

Such are some of the factors responsible for tho drop in 
the real wages of the working class under capitalism. 

In the capitalist countries there exists inequality of pay¬ 
ment for the labour of men and women. Femalo workers 
receive considerably lower wages than men for doing the 
same work. This difference in the w r ages of men and wom¬ 
en brings in considerable additional profits to the capi¬ 
talist. 

Another source of tremendous profits for capitalists is 
race discrimination. In the USA, for instance, black people 
work under worse conditions than white people do. They 
are employed primarily for the most difficult, harmful 
work, that endangers both their health and life. Black 
people receive considerably less than white people for their 
labour. The average wage of a black family in the USA 
is 54 per cent of that of a family of European extraction. 

In the West European cpuntri.es there is discrimination 
against foreign workers. Labour power is imported not 
only because there is a shortage of it, hut also because 
lower wages may he paid to foreign workers. Foreigners 
are willing to do any sort of work, including the worst paid, 
since they cannot find any work at all in their own 
countries. 


95 





















Female labour, the labour of foreign workers, and racial 
discrimination all allow the capitalists to raise the alreadv 
substantial rate of surplus value. y 

The level of workers’ wages differs from one capitalist 
country to another. 1 here are many reasons for this It 
would, of course, he wrong to suggest that the capitalists 
are kinder to the workers in some countries than in others 
All capitalists everywhere strive to cut wages to tho absolute 
minimum. In comparing the wage levels in different coun¬ 
tries, however, account must he taken of the historical con¬ 
ditions under which the working class formed in each 
particular country and the existing level of its require¬ 
ments, outlays connected with the acquisition of skills 
labour productivity, the class struggle and other conditions 
characteristic of this country. 

In (he USA, for instance, capitalism developed when 
there was a shortage of labour rather than an excess of it. 
the result being higher wages. In Britain the working 
c, ass organised itself against tho capitalists earlier than in 
° + p European countries, with the result that the wages 
°i British workers were higher than, say, Irish ones. 

iliese circumstances account for national differences in 
wage levels. 


Tlie struggle of the working class 
for higher wages 

The capitalists are constantly striving to cut workers' 
wages and set a wage level adequate for only the most 
essential means of subsistence, their aim being to gain 
more and more profits. In its struggle against tho working 
class the bourgeoisie makes use of the state, the law, the 
church, the mass media, and so on. Moreover, the capitalists 
themselves unite in alliances of entrepreneurs and act 
against the workers as a united front. 

hor their part, the workers unite against capital in trades 
unions whicjh organise the working class in its struggle 
lor a better economic situation. The working people’s chief 
demands in this struggle are: higher wages, better working 
conditions, work guarantees, etc. 

It is as a result of the fierce class struggle, between the 
pi ole lariat and the bourgeoisie that particular wage levels 
are set. YY hen the workers are persistent and resolute in their 



strike struggle, the capitalists often have to accept their 
conditions and raise their wages. The struggle by the 
working class for a hotter standard of living is now becom¬ 
ing particularly broad in scale in the major capitalist 
countries— tho USA, Britain, France, the FRG, Italy and 
so on. 

In recent years the strike movement has been character¬ 
ised by a high level of class consciousness and organisation 
of the working people and an extension of the range of 
their demands in tho course of class battles, mass-scale dem¬ 
onstrations by the most diverse strata of the working 
people, and a close intertwining of the economic and polit¬ 
ical struggles. In tho citadels of capitalism, as has been 
confirmed once more by reqent events, the working class 
is the chief motive and mobilising force in the revolution¬ 
ary struggle and the entire democratic, anti-imperialist 
movement. 

The economic struggle of the proletariat is of major sig¬ 
nificance. Marxism-Leninism toaches, however, that, while 
the economic struggle of the working class is very import¬ 
ant, on its own it cannot liberate the workers from ex¬ 
ploitation. Only when the capitalist mode of production is 
destroyed through a revolutionary, political struggle will 
the conditions for the economic and political oppression 
of the working class be eliminated. 


REVISION EXERCISES 

1. What is the essence of primitive accumulation? 

2. What is the general formula for capital and how does 
it differ from that for commodity circulation? 

3. Describe the commodity labour power. 

j. What exactly is capitalist exploitation? 

5. What are necessary and surplus labour time? 

h. What is the essence of capital? 

7. What is the basis of the division of capital into con¬ 
stant and variable? 

8. How can the degree of exploitation of labour power be 
determined? 

9- What are the ways of increasing the degree of exploita¬ 
tion of labour power and what is their essence? 

10. Describe the three stages in the development of capi¬ 
talism in industry. 
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11. What is the basic contradiction of capitalism and what 
were the reasons for its appearance? 

12. How, under capitalism, do wages conceal the exploita¬ 
tion of the working class? 

13. Describe the basic, forms of wages. 

14. What are nominal and real wages? 

15. What influence does the economic struggle of the work¬ 
ing class exert on wages? 


Chapter IV 

THE accumulation of capital 
and the deterioration 

IN THE CONDITION 
OF THE PROLETARIAT 




We have seen that surplus value is engendered by capi 
tal But capital, in turn, arises from surplus value. How 
does this happen? In order to answer this question we 
must find out the mechanism of capitalist reproduction. 


1. THE ACCUMULATION 01 CAPITAL 
AND FORMATION OF AN ARMY 
OF UNEMPLOYED 

Reproduction and accumulation of capital 

By production we mean the process of the creation of 
material wealth. Under capitalism, the entrepreneur buys 
means of production and labour power on the market and 
as a result of productive activities pec pie qpeate ^ 
wealth. The production process is then completed, borne y 
cannot stop producing, for a halt to the production of 
material wealth would mean its downfall. The production 
of material wealth must, therefore, he a ccmtiMOua‘ PJ 0C ® 8 ^ 
i.e it must go through the same stages o\er a d 
again. This constantly renewing and continuously repeating 
process of the production of material wealth is called 

reproduction. , . . . r hllt 

The reproduction process takes place many society, but 
the motive forces behind reproduction differ from one s 
ciety to another. Under capitalism, the motive force behind 
reproduction is the capitalists’ pursuit of surplus value. 
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One very important circumstance follows on from this. 
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When the working class, in the course or the socialist 
revolution, expropriates the capitalists, taking away their 
factories and plants, all it is doing is reclaiming what was 
created by the labour of generations of the working class. 
This means that the elimination of private capitalist prop¬ 
erty is a lawful act, is historical justice. 

We have assumed that the capitalist spends the entire 
surplus value on his personal needs. But is this always 
the case? In the first stages of the development of capital¬ 
ism, this often actually happened. The capitalist then ex¬ 
ploited only a small number of workers and sometimes 
worked himself. The situation changed when capitalist 
enterprises began to develop on the basis of large-scale 
machine industry; they expanded and the capitalist began 
!o exploit thousands and thousands of workers. If, for exam¬ 
ple, the capitalist hires 1,000 workers and pays them an 
annual total wage of two million dollars, given a 100 per 
cent rate of surplus value, the workers create two million 
dollars worth of surplus value a year for the capitalist. 
Then he spends not the entire surplus value for his perso¬ 
nal needs, hut only part, of it. The rest is used to expand 
production, to purchase new machinery and raw materials 
and take on extra labour power. Here we are now dealing 
with extended reproduction or the accumulation of capital , 
when part of the surplus value is capitalised. 

Let us use an example to illustrate the process of the 
conversion of surplus value into capital. Assuming that the 
capitalist has 10 million dollars worth of capital and that 
he advances eight, million of this sum on constant capital 
and two million on variable capital, taking the rate of sur¬ 
plus value as 100 per cent., providing the entire constant 
capital is included in the value of the product, the result 
of the production process will be commodities worth 12 
million dollars (8 million c -f- 2 million v -f 2 million m ). 

Now let. us assume that the surplus value, equal to two 
million dollars, is distributed by the capitalist as follows: 
one million on extending production and one million on 
personal consumption. The part of the surplus value spent 
°n expanding production is spent on both constant and 
variable capital in the same proportions as was the capital 
initially advanced, i.e., 4 : 1 (800,000 c -1-200.000 u). 

Consequently, during the second year, capital worth 
11 million dollars (8,800,000 c -f- 2,200,000 u) will he func¬ 
tioning. If the rate of surplus value remains at 100 por 
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1 Quoted from: K. Marx, Capital, Vol. I, pp. 559-60. 
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Concerning this “abstinence”, Marx pointedly remarks 
that the capitalist restricts his consumption by “lending” 
the workers instruments of labour, rather than by himself 
using steam engines, railways, fertiliser, etc. Marx un¬ 
masks this apologetic theory and ironically notes that simple 
humanity dictates that the capitalist be released from this 
“martyrdom” by depriving him of his right to own the 
means of production. 

At the end of the 19th century, Senior’s theory was re¬ 
vived in a somewhat changed form by the British econ¬ 
omist Alfred Marshall and the American economist Tho¬ 
mas Carver, who simply replaced the word “abstinence” 
with “expectation”. 

All thoso “theories” are geared to justifying capitalism 
and capitalist exploitation. In fact, however, the accumula¬ 
tion of capital and the scale of this accumulation 
depond not on the capitalist’s “abstinence”,. as bour¬ 
geois ideologists try to show, but on exploitation of the 
working class. Let us take, for example, capital of 8,000 c + 

+ 2,000 v. Given a 100 per cent rate of surplus value, 
2,000 m will be received, or 4,000 m given a rate of 200 
per cent. Consequently, the greater the degree of exploita¬ 
tion, the more surplus value is created and the greater the 
size of accumulation. A rise in the degree of exploitation 
of labour power is achieved by extending the working day, 
increasing the intensity of labour, reducing wages below 
tho value of labour power, and so on. 

A major factor speeding up tho accumulation of capital 
is a rise in the productivity of labour,. which entails, a 
cheapening of commodities. This permits the capitalist 
to: a) reduce the value of the commodity labour power, 
this allowing him, for the same sum of variable capital, to 
set in motion a greater mass of live labour and thus pro¬ 
duce more output and, consequently, surplus value; b) in¬ 
crease his personal consumption without reducing the share 
of surplus value going to expand production; c) expand 
production faster by using cheaper machinery and without 
increasing the capitalised surplus value.. 

The scale of the accumulation of capital is also affected 
by the size of the advanced capital. With the given ratio 
of c to v . the greater the size of capital, tho greater, also, 
will be the size of the variable capital, so, ceteris paribus, 
the scale of the accumulation of capital depends directly 
on the size of the capital initially advanced. Such are the 
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changes under the impact of a change in the technical 
make-up. As capitalism develops and the accumulation of 
capital increases, there is a continuous growth in the orga¬ 
nic composition of capital. Thus, in the manufacturing in¬ 
dustry of the USA in 1889 it was 4.5 :1, in 1939—6: 1 
and in 1966—8 : 1. 

The growth in the organic composition of capital reflects 
the fact that, as production grows, there is an increase in 
the mass of raw materials, machinery, instruments and 
equipment compared with the amount of labour power used 
in production. If, for example, the initial organic compo¬ 
sition of capital was 1:1, later it bec-omes 2:1, 3:1, 4:1, 
5 :1 and so on. This means that the share of variable capi¬ 
tal in total capital drops from V 2 to 7a, 74, Vs, Ve, etc. 
Since, however, the demand for labour is determined not 
by capital in its entirety, but only by the variable part, 
the relative drop in variable capital results in the rate at 
which workers are drawn into production becoming slower 
and slower and falling behind that of accumulation of 
capital. 

As a result, an increasing share of workers are unable 
to find an application for their labour. Part of the working 
class proves to be “surplus”, in excess of the requirements 
of the accumulation of capital. So-called surplus popula¬ 
tion, or relative surplus population, unemployment, devel¬ 
ops. 

When there is a constant relative surplus population the 
capitalist law of population, discovered by Marx, makes 
itself felt. The essence of the capitalist law of population 
consists in the fact that, the more surplus value is created, 
the greater the accumulation of capital and the greater its 
organic composition. And, the greater the accumulation of 
capital and its organic composition, the less labour is 
drawn into the production process. 


The industrial reserve army 
and its forms 

The fact that workers are ousted from the production 
Process results in the formation of an army of unemployed 
people in the capitalist countries. 

The main reason for the formation of an industrial re¬ 
serve army under capitalism is the rise in the organic corn- 
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At the same time, a differentiation takes place of the 
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peasantry; it becomes stratified into rich and poor. A huge 
mass of agricultural proletariat forms, consisting of people 
working for wages for rich peasants, the rural bourgeoisie. 
But the rich peasants and capitalist farms, which own most 
0 f the land, make increasing use of machinery and the 
demand for workers in agriculture drops in absolute terms. 
In order just to survive, agricultural labourers go to the 
towns and industrial settlements, and there swell the ranks 
of the unemployed. 

The stagnant form of relative surplus population consists 
in the existence of a mass of workers without permanent 
jobs (those doing outwork at home or on a daily basis, 
and so on). The standard of living of these workers is 
considerably below the average for the working class as a 
whole. 

Apart from theso main forms there is also the lowest 
level of surplus population, including vagrants, criminals, 
beggars, otc. 

As capitalism develops, relative surplus population grows. 
Under capitalism, unemployment is an undeniable fact, so 
bourgeois economists were faced with the problem of ex¬ 
plaining its emergence and existence. 


Malthus’s misanthropic population theory 

The majority of bourgeois economists attempt to explain 
the emergence of unemployment and poverty by the eternal 
and natural laws of nature. The most reactionary theory 
was put forward in 1798 by Malthus, a British economist 
and clergyman. His basic thesis was that, right from the 
emergence of human society, population had supposedly 
been multiplying geometrically (1,2,4,8, etc.), while the 
means of subsistence, owing to the limited nature of natu¬ 
ral wealth, grows only arithmetically (1, 2, 3, 4, and so 
on). According to Malthus, this correlation means that vast 
numbers of people on Earth aro superfluous: they cannot 
find work or food. Malthus drew his conclusion on a false 
statistical basis. 

In spite of the fact that Malthus’s theory is patently 
absurd, the bourgeoisie greeted it enthusiastically, since it 
allowed all the sores of capitalism to be justified. Unem¬ 
ployment could be explained by tho overrapid absolute 
growth in the numbers of the working class, and poverty by 
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the surplus of “eaters” and shortage of means of subsis¬ 
tence In Malthus s opinion, the proletariat could be deliv 
ered from unemployment, poverty and starvation not bv 
abolishing the capitalist order, but by refraining from mar 
iTmg or by artificially limiting the birth rate. In addition 
Mai thus considered calamities such as wars, epidemics and 
so on as boons for humanity: they destroy the “surplus” 
mbeis oi population and make its size correspond to the 
amount ol means of subsistence available. 

rogressive-minded people in all countries immediately 
look up arms against Malthus’s doctrine. The active fighters 
dgamst misanthropic Malthusianism included the Russian 
evolutionary democrats Chernyshevsky, Pisarev, and others. 

nlp£w S i y f \ hG a ^ cumu latio n of capital, Marx com- 
y anrnaskcd li e falsity of Malthus’s assertions. Yet 
vmrb stlU finds ^ supporters in the capitalist 

p . 1 i! »s become particularly widespread in the USA. 

UlaVon v^nhY 1 q'm V ?^’ S book , lioad t0 Survival asserts 
tlisf th , 1 900 1 ™ lllon P e °P le “a live 00 Earth and 
LtnY . r 6 P“ple who should be aooihi 

C °?1 !S took IIumin Fertility: The Modern 
Dilemma states that the population growth constitutes a 
terrible threat to human existence. 

tinnnnaf 1 “ r unem Vioyment, poverty and starva- 

“ 2 ca ? ltall r ™ was proved scientifically by the fouml- 

nLi' M3ri '!f'L e T sin ' !t is tlle capitalist mode of 
™ Wlth lts thlrst for accumulation of capital, that 

thTwit- unem P lo J™ eIlt . Poverty and starvation among 

Iverthrnw g f P60P -fV In °- der t0 get rid of theso evils, the 
sJrf h This °f ca P lta l“«“ m a revolutionary way is neces- 
sary. IWa is graphically evidenced by the development of 
the socialist countries. 

2. THE GENERAL LAW 
OF CAPITALIST ACCUMULATION 

The essence of the general law 
of capitalist accumulation 

! m° deterioration of the situation of the working class 
and growing unemployment are a result of the operation of 

nlf aW ‘‘T°K Capit ? 1,St product *™ rather than the laws of 
nature. The greater the social wealth,” Marx wrote “the 
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rationing capital, the extent and energy of its growth. 

d therefore, also the absolute mass of the proletariat and 
lhe ’productiveness of its labour, the greater is the indust¬ 
rial reserve army_But the greater this reserve army in 

proportion to the active labour army, the greater is the 
mass of a consolidated surplus-population, whose misery 
is in direct proportion to the torment of the active labour. 
The more extensive, finally, the lazarus-layers ol the work¬ 
ing-class, and the industrial reserve army, the greater is 
official pauperism. This is the absolute general law of capi¬ 
talist accumulation ”. 1 

And so, the general law of capitalist accumulation con¬ 
sists in the accumulation of capital creating tho conditions 
for a growth of wealth at one pole—in the hands of the 
capitalist class—and a growth of unemployment and short¬ 
age of means of subsistence at the other—among the work¬ 
ing class. The general law of capitalist accumulation is a 
concrete manifestation of the operation of the basic econo¬ 
mic law of capitalism—the law of surplus value. It is the 
pursuit of greater surplus value that leads to tho accumula¬ 
tion of wealth, to the luxury, parasitism and wastefulness 
of the bourgeoisie. The more wealth the bourgeoisie accu¬ 
mulates, the greater the army of the unemployed, the higher 
the degreo of exploitation of those workers who have jobs, 
and the worse their material situation. The accumulation 
of capital and deterioration of the situation of the proletar¬ 
iat are, therefore, two inseparable aspects of capitalist 
society. 

Relative and absolute deterioration 
of the position of the proletariat 

As capitalism develops, there is a relative deterioration 
of the position of the proletariat. This means that as tho 
social wealth grows, the share of the workers in the total 
value newly created in society (i.e., in the national income) 
falls while that of the capitalists rises. 

A clear example of the progressing relative impoverish¬ 
ment of the working class is provided by the developed 
capitalist countries—the USA, Britain, France, and others. 
Thus, the share of the working people in the US national 

1 K. Marx, Capital, Vol. I, p. 603. 
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income in 1890 was 56 per cent, while in 1923 it was 54 
per cent and at present it is less than 50 per cent. 

Yet, while the share of the working class in the national 
income is falling, that of the capitalist class is constantly 
nsing In the USA the exploiting classes appropriate over 
hall the national income, while they constitute only about 
a tenth ol the whole population of the country 
. rhc . -relative worsening in the condition of the working 
class is expressed in a change in the correlation between 
wages and profits to the detriment of the working class 
and to the benefit of the capitalists. 

The general law of capitalist accumulation engenders a 
tendency towards an absolute worsening of the material 
condition of the working class, too. 

Under capitalism, the lot of the worker is an existence 
full of insecurity concerning the future. Tho accumulation 
ol capital constantly reproduces the worker as a wage work¬ 
er, throwing him on to the labour market and turning him 
into a subject of exploitation. On the one hand, it dooms 
the greater part of the working class to excessive labour and 
errible exploitation; on the other, it creates a vast army of 
unemployed people. 

The absolute deterioration of the position of the working 
class means a worsening of the workers’ working and living 
conditions: a drop in real wages, a rise in the cost of 
ivmg, an increase in the army of unemployed in both 
town and countryside, a rise in the intensity of labour, 
a deterioration of housing conditions, and so on. Let us 
take a closer look at some of these factors. 

I he cost of living in the capitalist countries is rising. 

°\oi X n mP ^ ak i nS , the C0St of livin g ***** ^ the 
U S A in 1970 as 100, the figures for 1975 and 1978 would 

. . 139 and 168 respectively. Consequently, the cost of 

living in the USA rose by 68 per cent from 1970 to 1979. 

in the USA, the method used to calculate the officially 

accepted poverty line (in official documents it is called 

®??? ard ? f livin S) is based °n the family 
food budget. It follows that, as the cost of living rises, the 
poverty line also rises. In 1964 it was 3,130 dollars a year 
*°£ an u f ban family of four; in 1969-3,743, in 1972- 

1978 “#?° Wording to official data, 

in 1969 there were 24.3 million people with incomes below 
the official Poverty line, while in 1973 there were 25 5 
million and in 1979—26 million. 


In 1978, the cost of living index (1970 = 100) was: 
970 in Britain; 224, in Australia; 167, in Austria; 179, 
in India; 310, in Spain; 309, in Mexico; 270, in France; 
and 211, in Japan. 

The major factor accounting for tho tendency towards 
an absolute worsening in the condition of the working 
class under capitalism is growing unemployment. Mass 
unemployment is constant and chronic in the capitalist 
countries. Apart from people who are completely out of 
work, there are millions of partially unemployed, working 
less than a full working week or day. Thus, in the USA, 
after the Second World War the number of fully unem¬ 
ployed was two to three million, while in 1978 it was six 
million. Almost ten million workers are not in full time 
work. During the 1970s, the army of unemployed in the 
developed capitalist countries doubled and in 1980 they 
numbered 19 million. 

Unemployment means deprivation and suffering not only 
for the workers themselves; it makes tho condition of the 
entire working class worse, since the capitalists use it to 
reduce wages. 

One indication of the drop in the standard of living of 
the working class is the continuous rise in the intensity of 
labour in capitalist enterprises. Excessive intensification 
of labour, together with the lack of the necessary safety 
measures, leads to injury on a mass scale. In the USA, for 
instance, one worker is killed or crippled at work every 
three minutes and one worker receives some kind of injury 
every 11 seconds. 

While considering the question of the tendency towards 
an absolute impoverishment of the proletariat, account must 
be taken of the condition of the working people in the 
economically backward and dependent countries, where 
imperialism has left a legacy of poverty and a high death 
rate, and also of the ruin and impoverishment of the 
overwhelming majority of tho peasantry and artisans in 
all capitalist countries. 

Such, briefly, are some of the factors behind the abso¬ 
lute worsening in the condition of the working people in 
the capitalist countries. 

The absolute impoverishment of the proletariat must 
not be understood as a steady drop in the working people’s 
standard of living everywhere, year after year, day after 
day. The living standards of certain strata of the working 


































people may rise in one or several countries, while it i 3 
dropping generally in the world capitalist economy as a 
whole. When describing the condition of the working people 
in the capitalist countries it must he remembered that tho 
given level oi material well-being of the working class is 
determined by the balance of the class forces of the bour¬ 
geoisie and the proletariat. Throughout the history ol cap¬ 
italism, the workers have been waging a persistent struggle 
lor an improvement in their living conditions. This struggle 
is a factor countering the fall in the standard of living 
of the working class. 

Ihe late 1960s and early 1970s saw an upsurge in the 
strike struggle of the working people in the capitalist coun¬ 
tries. Attempts to reduce the heat of the class struggle by 
certain social reforms are not successful. The numbers ot' 
those participating in strikes rose during the 1970s by 
more than a third, reaching, according to only official 
figures, 250 million people. There is a steady rise in tho 
political activity of the working class. 

Bourgeois economists attempt to embroider on the truth 
oi capitalism, putting forward a multitude of theories to 
refute the Marxist-Leninist doctrine of the relative and 
absolute worsening in the condition of the working masses 
under capitalism. One such theory is the theory of “people’s 
capitalism”. 

Those who support tho theory oi “people’s capitalism” de 
dare that, under capitalism, workers’ wages grow so fast 
that tue class differences between workers and capitalists 
are steadily erased. The workers’ wages suffice for them 
to buy cars, houses, shares, and to open deposit accounts 
in banks; in many enterprises the workers receive a share 
of the profils. “People’s capitalism”, its defenders assert, 
brings a “revolution in incomes”, which results in a nar¬ 
rowing of the gap between the way of life of the rich and 
that of the poor and the material wealth is distributed evenly 
among the members of society. As a consequence, class 
antagonism is replaced by equality, and, so they claim, the 
Marxist-Lemnist theory of the class struggle is no longer 
applicable, for each worker can, if he is industrious and 
thrifty, become a capitalist. The facts, however, refute these 
assertions. The advocates of “class peace” and “harmony 
of the classes ’ attempt, by means of such absurd theories, 
to uistract the working people from the struggle for their 
fundamental class interests, to split the organised labour 


movement, morally disarm the working class and create 
mom? it the illusion that it is possible to eliminate the 
evils of the capitalist system without any revolutionary 

struggle. 

The historical trend 
of capitalist accumulation 

Marx made a comprehensive analysis of the accumula¬ 
tion of capital and showed the historical trend of capital¬ 
ist accumulation. The starting point of the emergence ol 
capitalist property is private property of small commodity 
producers. During the feudal period petty commodity pro¬ 
duction began to disintegrate and capitalist elements to ap¬ 
pear. But this was a very slow process. It was supplement¬ 
ed by the enforced expropriation of the small producer 
during the period of the primitive accumulation of capital. 
As a result of this expropriation, capitalist property bo- 
came the predominant form of property. 

Once they had become consolidated, the capitalist rela¬ 
tions of production, based on large-scale private ownership 
of the means of production by capitalists, facilitated, dur¬ 
ing the first stage of their development, the rapid develop¬ 
ment of the productive forces: an increasing technological 
advance, the combination of the labour of many hundreds 
and thousands of workers. Production became social m 
character 

The social character of production intensified even fur¬ 
ther the operation of the economic laws inherent in capi¬ 
talism. The basic economic law of capitalism—the law of 
surplus value—determines the growth of the exploitation 
of the working class and, on this basis, a step-up in the 
accumulation of capital. During the process of the accumu¬ 
lation of capital, the organic composition of capital rises 
and the scale of production increases. 

The process of the socialisation of production is accom¬ 
panied by a constant drop in the number of capitalist ty¬ 
coons, but hugo social wealth is concentrated in then- 
hands, and they appropriate the results of the collective la¬ 
bour of millions of the working people. 

The more capitalism develops, the more the social char¬ 
acter of the production process conflicts with the private 
capitalist form of property. Private property becomes an 
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obstacle to the further development of the productivp 
forces. - u 

The socialisation of labour by capital prepares the ob¬ 
jective preconditions for the fall of capitalism. But the 
operation of the specific laws of capitalism also creates the 
subjective preconditions for the decline of capitalism. The 
growth of capital and the scale of production is accompa¬ 
nied by a constant numerical growth of the working class 
Owing to the very mechanism of capitalist production it¬ 
self the working class unites, organises and prepares it¬ 
self for its role as manager of production in the new so¬ 
cialist society. During the process of capitalist accumula¬ 
tion, unemployment increases, the condition of the work¬ 
ing class deteriorates and, at the same time, its struggle 
grows in intensity. The working class comes increasingly 
to understand that the only way to rid itself of exploita¬ 
tion and its lack of rights is the revolutionary destruction 
ol capitalism. 

Thus, capitalism itself prepares the objective and sub¬ 
jective conditions for its own abolition. The essence of the 
historical trend of capitalist accumulation consists in the 
preparation of the necessary conditions for expropriation 
of capitalist private property and for the collapse of capita¬ 
lism and triumph of socialism. 

Marx wrote: “Along with the constantly diminishing 
number of the magnates of capital, who usurp and mono¬ 
polise all advantages of this process of transformation, 
grows the mass of misery, oppression, slavery, degrada¬ 
tion, exploitation; but with this too grows the revolt of the 
working-class, a class always increasing in numbers, and 
disciplined, united, organised by the very mechanism of 
the process of capitalist production itself. The monopoly of 
capital becomes a fetter upon the mode of production, 
which has sprung up and flourished along with, and under 
it. Centralisation of the means of production and socialisa¬ 
tion of labour at last reach a point where they become in¬ 
compatible with their capitalist integument. This integu¬ 
ment is burst asunder. The knell of capitalist private prop¬ 
erty sounds. The expropriators are expropriated.” 1 

The inevitability of the collapse of capitalism is confirm- 

Gd entlre course of hist °rical development. Thus 

in 1917, the working class of Russia, in close alliance with 


1 K. Marx, Capital, Vol. I, pp. 714-15. 


the poorest peasantry and under the leadership of the Com¬ 
munist Party, headed by V. I. Lenin, carried through the 
Great October Socialist Revolution. During the revolution¬ 
ary transformations, the working class of Russia exprop¬ 
riated the bourgeoisie, eliminated private ownership of 
the means of production and, in its place, established pub¬ 
lic, socialist ownership of them. This also confirmed new 
relations of production between the members of society, 
relations of co-operation and socialist mutual assistance 
between people free from exploitation. 

After the Second World War, the peoples of many other 
countries set out along the path of fundamental socio-eco¬ 
nomic transformations and are successfully building social¬ 
ism today. 


REVISION EXERCISES 

1. What are simple and extended reproduction? 

2. What is the organic composition of capital? 

3. What is the essence of the capitalist law of surplus pop¬ 
ulation? 

4. What are the reasons for the emergence and the forms 
of unemployment under capitalism? 

5. What is the essence of the general law of capitalist ac¬ 
cumulation? 

6. Explain the relative and absolute worsening in the con¬ 
dition of the working class under capitalism. 

7. What is the historical trend of capitalist accumulation? 





























Chapter V 

THE CONVERSION 
OF SURPLUS VALUE INTO PROFIT 
AND ITS DISTRIBUTION BETWEEN 
THE VARIOUS CROUPS 
OF EXPLOITERS 

t. SPECIFIC FORMS OF CAPITAL 


In the preceding chapters we have considered the rela¬ 
tions between the proletariat and the industrial bour¬ 
geoisie, abstracting from the fact that there are also other 
groups of exploiters—the commercial bourgeoisie, bank- 
ers, agricultural capitalists and big landowners who all 
in 1 ex P I °i tin g working people and who di- 

vaIue P r °duced by the workers between 
themselves. The reasons for the division of the bourgeoisie 
into specific groups must be sought in the conditions of 
capitalist production itself. 


The movement of capital 


Capital is constantly on the move. A halt or slowdown 
m the movement of capital means a complete loss or drop 
in the surplus value received by the capitalist. 

During its movement, capital goes through a number of 
stages and takes a variety of forms. 

At the first stage, capital functions in the sphere of cir¬ 
culation in the form of money. The capitalist uses this 
money to buy means of production and labour power, thore- 
df P Th P ri g f ° r P rocess of capitalist production it- 
trated^by “Claf tUs StagB ma * be 

r 


M-c(^ 


Lp 

Mp 
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(where M— money; C— commodity; Lp—labour power; 

means of production). Thus, at the first stage, capi- 
ta ( i s transformed from the money form into the form of 

productive capital. 

During the second stage, capital functions in the sphere 
0 f production, where wage workers are united with the 
means of production. The workers’ labour creates new 
commodities that embody new value, including surplus 
value. The movement of capital at this stage is expressed 
by the formula: 

/Lp 

C( ... P ... C' 
x Mp 

Thus, at the second stage, capital is transformed from 
its productive form into the form of commodity capital. 

At the third stage, capital functions once again in the 
sphere of circulation, where the commodities that have 
been produced are realised. Commodity capital is transform¬ 
ed into money capital. The movement of capital at this 
stage is expressed thus: 

C'-M' 

Thus, capital begins its movement in the monoy form 
and finally returns to this form, but the capitalist receives 
more money than he initially put into circulation. This 
movement of capital, i.e., the consecutive transformation 
of capital from one form to another and its passago through 
three stages, is called the circuit of capital. The cir¬ 
cuit of capital breaks down into two stages of circulation 
and one of production. 

The circuit of capital 

The circuit of money capital 


M — C‘ 


... P ... C'-M* 


The circuit of productive capital 


P ... C'-M’-C’ 


... P 
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The circuit of commodity ca pital 

C'-M'-c( LP . p r 
X Mp 

pr^es^o^circ^atio^^nd^tha^o^f 01 nrod Unit £ ° f the 

plus value is created. ? ’ Smce lf 1S here that sur - 

The formation of various types of canitol 
and groups of capitalists P 

three Stages i^Tho^Tcuif of in!i 1 f COrr T espondill & to the 
productive and commoditv ° dlls f tr 1 ial capital: money, 

throe types become increasingly isolate™ CommT : 3**$ 

ists, merchant, and banker/ ^ ind ^i al - 

appropriating°the t surnlus ri tai Capill l lls , ts consists in directly 
plus value The function labour of the working class, sur- 

form commodity capita? “1™ “* Capitalists « to trans¬ 
capitalists is to con?enLte an^°dS That ° f loa " 

Each group of capitalists receives a twTft, Tl' 3 ' 
value created by the working das, i„ the sur . plus 

=.1,t £TKS5 '£•?■'“ tZ. 

baSi “ Ily °^’do°«er ‘fret 

landlTnTrs^ o'etnv^a , *? eXploitati ™ class is 

*y. since hly own 0 P /o ^ Capitalist SOci - 

tion-the land Thev Zn 13 ^ means of Produc- 
plus value created. ’ ’ lve a s iare °f ^ total sur- 

The separation of individual narto f 

independently functioning S^JSMSS, SSLffi 



and loan, as well as the existence of big landowners, gives 
r ise to herce competition between the exploiters in approp¬ 
riating the surplus value. The surplus value appropriated 
by each capitalist takes the form of profit. Industrial capi¬ 
talists make industrial profit; merchants—commercial prof¬ 
it, and bankers—interest on loans. Big landowners receive 
land rent. 


2. AVERAGE PROFIT 
AND THE PRICE OF PRODUCTION 

Production costs and profit. 

The rate of profit 

The value of a commodity produced in a capitalist en¬ 
terprise breaks down into three parts: (1) c —the value of 
the constant capital (part of the value of the machinery, 
premises, the value of the raw materials, fuel and other 
means of production used up during the given production 
process and transferred to the commodity created); (2) v— 
the value of the variable capital and (3) m— surplus value. 

Of these three parts, the capitalist pays for only the first 
two, which constitute his production costs. Capitalist pro¬ 
duction costs consist, consequently, in outlays on constant 
and variable capital (c + v). 

When the capitalist sells the commodity produced in his 
enterprise, surplus value appears as the sum received in 
excess of the production costs. When determining the prof¬ 
itability of the enterprise, the capitalist compares this ex¬ 
cess with the amount of capital spent or advanced, i.e., 
with the production costs. The ratio of surplus value to to¬ 
tal capital is profit. Profit is surplus value taken in rela¬ 
tion to the total amount of capital invested in production 
and acts as if it were engendered by this capital. In fact, 
however, it is surplus value and is engendered only by the 
variable part of capital. This is why, Marx calls profit a 
transmuted form of surplus value. 

The profitability of the capitalist enterprise is measured 
by the rate of profit, which is the ratio of surplus value to 
the total capital advanced, in percentage terms. For exam¬ 
ple, if the capital advanced (c 4- v) is 200,000 dollars 
(160,000 c + 40,000 v), and surplus value (m) for the 
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year is 40,000 dollars, the rate of profit ( p') will be: 

P ’ = ’cTV x 100% = X 400 % = 20% 

° f P T r0&t must be distinguished f rom the rate of 

wu ^ va i lie ' < j ne and the same enterprise, the rate of 
profit is always below the rate of surplus value In the mV 
en case, the rate of surplus value will be: g 

m '-t x *o«-S|jg x 100 % = m% 

DrJdJwHno 6 ThF"®*., m ° tive force behind capitalist 

REEJt British trade 

ri f, ijuiu fc T - J - Dunnin & Said aptly concerning the role 
the rate of profit under capitalism: 

With adequate profit, capital is very bold. A certain 10 

certain 1 will 1 orod SUre ^ empIoymant anywhere; 20 per cent 
TT™ produce eagerness; 50 per cent, positive audac- 

man lats Pe 300°no W 1 f ake . it l r ° ady t0 Sample 011 all ba¬ 
it will srrun] P 1 Cen '’, a . nd t J iere * s not a crime at, which 

of hs'ownerbebng hanged!"i**' B °‘° Ve " “’'^chance 

This description is fully confirmed by the wav today’s 

ffindres be tliT e M The Weal i! 1 1 nd might of the American 
billionaires—the Morgans, Rockefellers. DuPonts etc 

S" are mainUined “ or all human 

The formation of the average rate of 
profit and the price of production 

rhe capitalist economy consists of a multitude of vari¬ 
ous enterprises producing all sorts of commodities Filter 

STtionT Thev Am?™ ° perate Under different 

available and nJan • I- ln - Sca e ’ a mount of technology 

i.e?, com^ition^etwee^ca^taiist^in^ou 0 ™^ competition, 

industry result It, IL P ; tS In 0I1G and the same 
1 Quoted from: K. Marx, Capital, Vol. I, p. 712. 
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production, not their individual values, but by the market 
fsocial) value of these commodities. 

Since the price of commodities is determined by their 
market value, an enterprise with sophisticated technology 
and high labour productivity is in a favourable position. 
Such enterprises receive extra profit, or superprofit. Under 
free competition, however, this situation cannot last long. 
High profits attract everyone. Capitalists who own enter¬ 
prises with less sophisticated technology strive to update 
it, introduce technological improvements, and raise the 
productivity and intensity of their workers’ labour. As a 
result, the value of the commodities in these enterprises 
falls to the level of the individual value of those produc¬ 
ed by advanced enterprises, so this value now becomes 
the market, or social value. The enterprises that previous¬ 
ly received superprofit cease to do so. But new technologi¬ 
cal improvements once again create the conditions for 
these or other enterprises to receive superprofit. 

In capitalist society, in addition to intra-scctoral com¬ 
petition, there exists inter-sectoral competition, i.e., com¬ 
petition between capitalists who have invested their capi¬ 
tals in different industries. This type of competition leads 
to the rate of profit being equal in the various industries 
or, the same thing, to equal capitals receiving equal profit. 

Let us look at how the rate of profit is equalised be¬ 
tween capitalists. Suppose there are three industries in so¬ 
ciety—the leather, textile and engineering industries and 
that equal capitals are invested in them, but capitals with 
different organic compositions. Tf the capital advanced in 
each of these industries is 100 units (say, billion dollars), 
let us assume that the capital invested in the leather in¬ 
dustry consists of 70 units of constant and 30 units of va¬ 
riable capital; that invested in the textile industry—of 
80 units of constant and 20 of variable; that invested in 
engineering—of 90 and 10 units respectively. The rate of 
surplus value in each of these industries we shall take as 
100 per cent. This means that 30 units of surplus value 
will he produced in the leather industry, 20 in the textile 
industry and 10 in engineering. Tho value of the commo¬ 
dities in the first, industry will be 130, in the second—120 
and in the third—110. and in all three industries together 
—360 units. 

If we assume that the commodities aro sold at, value, 
the rate of profit in the leather industry will be 30 per 











cent, in the textile industry—20 per cent and in engineer 
ing-10 per cent. This would be profitable for the capi¬ 
talists in the leather industry, but not for those in engi¬ 
neering. In the pursuit of profit, the latter will transfer 
their capital from engineering into the leather industry 
As a result of the flow of capitals, the leather industry 
will produce more output than is demanded. The price of 
leather goods will fall, and so, too, will the rate of profit 
say to 20 per cent. 

At the same time, production will fall in engineering, 
while demand remains the same. The changed ratio of 
suppiy to demand will allow entrepreneurs to raise their 
prices for engineering goods. There will be a correspond¬ 
ing rise in the rate of profit, for example, from 10 to 20 
per cent. 

Thus, the flow of capitals from one industry to another 
equalises the various rates of profit, making them all cor¬ 
respond to the average rate of profit. Average profit is prof¬ 
it equal for capitals of equal size invested in various 
branches of production. With the formation of the average 
rate of profit, commodities are no longer sold at value 
(c + v + m), but at a price consisting of production costs 
and average profit (c + y + p). The price equal to the 
production costs of the commodity, plus average profit is 
called the price of production. 

The equalisation of the various rates of profit to the 
average and the process of the formation of the price of 
production can be illustrated by the following table: 
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30 130 20 120 —10 
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10 110 20 120 +10 


240 + 60 100 60 20 360 20 360 — 


As can be seen from the table, the various rates of prof¬ 
its were equalised with the average rate of profit The 
price of production diverged from the value of the commo- 


dity . In one industry it was above value; in another it was 

fn^industries with a low organic composition of capital 
/ihis is the leather industry in our example), the price oi 
production is helow value and profit less than the surplu 
value in production. In industries with an average organic 
composition of capital, the price of production coincides 
with value and profit with surplus value In industries with 
a high organic composition of capital (engineering in our 
example), the price of production is above value and prof¬ 
it higher than surplus value. This excess of the P r . lce ° 
production over value was created by the workers in t 
industries with a low organic composition of capita!, but 
it is appropriated by the capitalists in those with a higt 

organic composition of capital. , 

Consequently, the workers are exploited not only by toe 
capitalists for whom they actually work, but also by the 
entire capitalist class. The whole class has a vested inter¬ 
est in raising the degree of exploitation of ^ workers, 
since this leads to a higher average rate of profit, this is 
why the capitalists form a united front in their class strug 
gle'against the proletariat. The working class exploited by 
all the capitalists, must also show class solidarity and ac. 
in a united front, A partial struggle for the ^interests of 
workers, a struggle against individual capitalists cannot 
bring any fundamental change in the condition of the woik- 
ing class. The working class can only throw off the yoke 
of capital if it abolishes the system of capitalist exploita¬ 
tion. This conclusion is what constitutes the tremendous 
political significance of Marx’s theory of average profit lor 
the class struggle of the proletariat. 

As we have seen, -under capitalism commodities are sold 
not at their value, but at the price of production. This 
does not mean, however, that the law of value is violated. 
The price of production is a transmuted form of value. 
Some capitalists sell their commodities at prices above val¬ 
ue, others at ones below it, hut, taken together all capi¬ 
talists receive the full value of commodities and the proh 
of the entire class of capitalists coincides with the total 
mass of surplus value produced in society. On the scale oi 
all society, the sum of the prices of production is equal to 
the sum of the value of commodities, and the mass ot prot¬ 
it to the mass of surplus value. Thus, the law of value 
overates through the prices of production. 






















The tendency 

of the rate of profit to fall 


it„f S •^ lta r}, 1 , S . m deveI °PS. the organic composition of cap¬ 
ital rises This means that there is an increase in the 
amount of raw material, the number of machines and 
amount of equipment in enterprises. The number of workers 
a so rises, but more slowly, so variable capital grows more 
slowly than constant capital does. Yet the higher the or 

TT ° f Capital i thc lower the ~te of profit, 
falls h! 1^ ’ however ’ im ^y that the mass of profit also 
1 * Her ?.an example. Social capital of 100 billion dol- 

20o\X,n H n o!l fl 0f 7 u + 30 V louble s in 20 years to reach 

tn ^n?/o ^ r - S ‘ Its or £ amc composition has also risen 

n Z f' ^ GiVen 1 a 100 P6r ceiU rate of su rplus°value, 

lars^n the /n°i -n- aSS ° f profit is 30 biUion dol- 

f ’ in the second—40 billion dollars. At the same time 

d^nn 1 ^ pr ? fit has dr °PP ed from 30 to 20 per cent A 
<hop m the rate of profit is as inevitable as a rise in the 

are g T C nu C r e rnff n ^ At tbe same ^ there 

Thp r l fact0I ' S workm g against this drop. 

1 he mam factor counteracting the drou in the rate of 

^ Let *** °f ex P loita ^on of the work- 

of'oxuloitatinn n i!° ° Ur ex ? mpI °- Assume that the degree 
ol exploitation m the second instance has risen to 200 Der 

cent. Profits will now be 80 billion dollars, while the rate 
°f profit will be ^ x 100% = 40%. Thus, an in¬ 
tensification of the exploitation of the working class leads 
to an increase in the rate of profit. g 

there are also other factors counteracting the fall in 
the rate of profit: , drop in workers - wage f% e Z tlfj 
ue oj their labour power, economies of constant canitnl 

so on 6 expense 0f the W0rkers ’ health and lives > and 
pro^t 1 Svin/lfT ° n ! y dim r inish th0 fall in the rate of 

mrnalrXgethe e r. natUre ° f 8 *"***»' do 

The tendency of the rate of profit to fall exacerbates 
italist contradictions to the extreme Th^ ,Li ^ ?? P " 

between the proletariat and the bourgeoisie intensifies for 
m an attempt to slow down the drop in the rate of profit 
the bourgeoisie steps up the exploitation of the working 


class- The contradictions within the capitalist camp also 
intensify. The capitalists strive to transfer their capitals 
to industries with a higher rate of profit. This leads to 
very fierce competition between capitalists and, eventually, 
to the ruin of some and enrichment of others. The con¬ 
tradictions between capitalist powers also grow. In the 
pursuit of the maximum rate of profit, capitals from the 
major developed states race both into the economically 
backward countries (where labour power is cheaper and 
the organic composition of capital lower) and into other 
countries, including developed ones under certain condi¬ 
tions. 

By exacerbating capitalist contradictions, tho law of the 
tendency of the rate of profit to fall demonstrates the his¬ 
torically limited and transient character of the capitalist 
mode of production. 

3. COMMERCIAL PROFIT 

Industrial and commercial capital 

Surplus value is croated in the process of production by 
the labour of the working class. It is appropriated primar¬ 
ily by industrial capitalists, who own enterprises. It is 
from these that all the other groups of the exploitative 
class, including merchant capitalists, receive surplus value. 
Why does the industrial capitalist hand over part of the 
surplus value to the merchant? In the capitalist economy, 
commodities are produced for sale, so, in addition to being 
produced, the commodity has to be sold. As a rule, the in¬ 
dustrial capitalist sells his commodity to the merchant, 
who is responsible for the further movement of the com¬ 
modity towards the consumer. 

The function of commercial capital consists in transform¬ 
ing commodity capital into money capital. If it were not 
for the morchant capitalist, the industrialist would have to 
have additional capital for equipping trading premises, hir¬ 
ing trade personnel, etc. But the industrial capitalist en¬ 
trusts this to thc merchant, who, being in touch with the 
demand on the market, can realise the commodity faster. 
Commercial capital is, on the scale of society, additional 
capital that is isolated from industriaL capital and coun- 
terposes it in the form of the capital of merchant capital- 
















ists, who receive part of the profit. The profit received by 
merchants is called commercial profit. 


The source of commercial profit 

Commercial profit is the part of surplus value handed 
over by the manufacturer to the merchant for marketing 
his commodities. Industrial capitalists sell commodities to 
merchants at prices below the prices of production, while 
the merchants realise them at the prices of production. The 
commercial capitalists appropriate the difference and so, 
equally with industrialists, receive average profit on their 
capital. If the profit of the commercial capitalist were low¬ 
er than average, trading would be an unprofitable busi¬ 
ness and the merchant would transfer his capital to indus¬ 
try. Both industrialists and merchants receive average prof¬ 
its. This does not mean, however, that they receive an 
equal mass of profit. The industrial capitalist, who spends 
considerably more capital on production than the merch¬ 
ant does on realising commodities, will also receive a great¬ 
er mass of profit. But for equal shares of capital spent, 
their profits will be the same. 

When it takes the form of commercial profit, surplus val¬ 
ue is disguised even more. The capital of the merchant 
does not participate in production and the impression is 
created that profit arises from trading itself. 


Costs of circulation 

The realisation of commodities requires certain outlays. 
These are called the costs of circulation. 

There are two types of capitalist circulation costs: net 
or real costs and additional costs. Net costs of circulation 
are directly connected with the sale and purchase of com¬ 
modities. They include outlays on turning commodities in¬ 
to money and vice versa: the greater part of the expendi¬ 
ture on paying for the labour of workers in trade, on main¬ 
taining trading companies, on advertising, and outlays aris¬ 
ing from competition and speculation. Net costs of cir¬ 
culation add no value to the commodity and are covered 
by the capitalists out of the part of surplus value received 


from industrial capitalists. Most of the costs of circulation 
of capitalist trade are net costs. 

Additional costs of circulation are connected with the 
continuation of the production process in the sphere of 
circulation . They include expenditure, necessary for soci¬ 
ety and independent of the specifics of the capitalist econ¬ 
omy: on storing, finishing, transporting and packaging 
goods. Only once it has been delivered to the consumer 
can a product be consumed. The labour spent on finish¬ 
ing, transporting and packaging goods adds new value to 
that of the commodities, so these costs of circulation in no 
way differ from costs of production. 

Under capitalism the costs of circulation are constantly 
rising, especially the net costs, above all those connected 
with advertising. The costs of circulation in the capitalist 
countries constitute roughly a third of the sum total of re¬ 
tail turnover and are a heavy burden for the working peo¬ 
ple. 

The forms of capitalist trade. 

Foreign trade 

In the modern capitalist economy there are two main 
forms of home trade —wholesale and retail. Wholesale trade 
is between capitalists (industrialists and merchants). 
Retail trade is the sale of commodities directly to the pop¬ 
ulation. 

Of major importance in wholesale trade are wholesale 
markets, where trade takes place on the basis of samples, 
where supply and demand for commodities on the scale of 
tho country are concentrated, and often on that of the 
whole capitalist world. 

Foreign trade, i.e., the trade between countrios, consists 
of exports and imports. The price ratio of exports to im¬ 
ports constitutes the balance of trade, which may be active 
or passive. If a country exports more than it imports, the 
balance of trade is active; if it imports more than it ex¬ 
ports, it is passive. 

The marketing of commodities on the foreign market al¬ 
lows capitalists to expand their production and thus increase 
their profits. Particularly profitable for the capitalists 
in the industrially developed countries is trade with the 
economically less developed countries. This is because con- 




























sumer goods are sold to these countries at relatively high¬ 
er prices than those at which raw materials are purchased 
from them. Foreign trade is one of the ways in which the 
developed bourgeois countries fetter the economically back¬ 
ward ones. 


4. LOAN CAPITAL. 
JOINT-STOCK COMPANIES 

Loan capital and interest 

During the circuit of capital, not only commercial capi¬ 
tal, but also money capital, taking the form of loan capi¬ 
tal, is separated out. Where does the spare money capital 
come from? If, for example, an industrialist sells his finish¬ 
ed product monthly, and buys raw materials once every 
six months, for five months ho has idle money on his 
hands. Ii the capitalist accumulates money for replacing 
worn-out parts of fixed capital (so-called depreciation 
funds), again temporarily idle sums of money will accu¬ 
mulate. These sums will be spent on purchasing new equip¬ 
ment only after several years. 

At other times the capitalist needs money, for instance, 
if he did not manage to sell his output before needing to 
purchase more raw material. 

Consequently, at any one time, some capitalists will 
have a temporary excess of money capital, while others 
will be in need of it. The capitalists with the idle 
money loan it out, i.e., give it to other capitalists for 
their temporary use. Loan capital is money capital loaned 
out for a specific period of time for recompense, called 
interest. 

Interest is the part of profit that the industrial or mer¬ 
chant capitalist gives to the loaning capitalist for the loan 
granted to him. The industrial or merchant capitalist uses 
the money he receives to invest in production or trade. 
Consequently, a distinguishing feature of loan capital is 
that it is not used by the capitalist to whom it belongs. 
The industrialist uses loan capital in production to hire 
workers, and derive surplus value. Part of this surplus 
value he pays the loaning capitalist in the form of 
interest. Thus, the interest on loans is one form of surplus 
value. 
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For example, if the industrial capitalist is granted a loan 
of 100,000 dollars, given an average rate of profit of 20 
ner cent, the mass of profit on this capital will be 20,000 
dollars. Out of this profit, the industrial capitalist pays the 
loaning capitalist interest. The rate of interest is the ratio 
of the sum of the interest to the capital loaned. If the 
level of loan interest, or the rate of interest, is three, 3,000 
dollars out of the 20,000 dollars profit will be paid as in¬ 
terest on the capital of 100,000 dollars. The remaining 
17 000 dollars profit is appropriated by the industrial 
capitalist. This part of profit is called profit of enter - 
priso • 

The proportions into which average profit is divided bet¬ 
ween interest and profit of enterprise depends on the ratio 
of supply and demand in regard to loan capital. The high¬ 
er the demand for money capital, the higher the rate of 
interest, and, on the contrary, the lower tlio demand for 
money capital, the lower the rate of interest. Since inter¬ 
est is merely part of average profit, the rate of interest 
cannot exceed the average rate of profit. 

With the development of capitalism, the rate of interest 
shows a tendency to fall. This is because, first, the average 
rate of profit tends to fall and, second, as capitalism de¬ 
velops, the total mass of loan capital greatly increases. 
More capital is offered than is required. These factors 
are also responsible for the drop in the level of loan 
interest. 

Capitalist credit. 

Banks and banker’s profit 

The movement of loan capital takes place in the form 
of credit. There are two types of capitalist credit: com¬ 
mercial and bank credit. 

Commercial credit is used when industrial and merchant 
capitalists sell one another commodities on credit in 
exchange for a promissory note (bill) obliging the 
purchaser to pay a certain sum of money by a particular 

date. /ii 

Bank credit is credit granted by loaning capitalists (bank¬ 
ers) to industrialists and merchants. Bank credit is grant¬ 
ed out of the temporarily idle money capital deposited in 
banks. 
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Forms of capitalist credit 



Under capitalism, a bank is a capitalist concern acting 
as go-between for creditors and debtors. Bank operations 
consist in accumulating idle money capitals and incomes, 
am putting them at the disposal of investing capitalists 
as wo 1 as the bourgeois state. In addition, bankers invest 
capital directly in industrial and trading enterprises, there¬ 
by becoming investing capitalists themselves. 

rhe. purpose of bank operations, as of those of other 
capitalist enterprises, is to make a profit. The source of 

Pr °l t - 1S tl su 1 ri ' lus value creatcd ^ Production. 
Hankers profit is the difference between the interest charg¬ 
ed by the bank on the loans it grants and the interest it 
pays on deposits. Deposits are the temporarily idle sums 
o mone y placed in banks by capitalists, merchants, land- 
owners and other strata of the population. The bank pays 
a lower rate of interest than it charges for loans, and ap¬ 
propriates the difference. The banker uses this difference 
to cover the expenditure involved in fulfilling banking ope¬ 
rations, while the remainder constitutes the banker’s profit. 
Capitalist competition spontaneously brings this profit to 
the level of the average rate of profit on the bank’s own 
capital The greater part of a bank’s capital is received 
through deposits. 


In addition to acting as go-between in credit operations, 
banks also settle accounts between capitalists and carry 
out a wide variety of monetary operations. Consequently, 
the bank fulfils the role of cashier for many capitalists. 

Under capitalism banks are a special system for the 
spontaneous distribution of money resources between sec¬ 
tors of the economy. But this distribution of resources 
takes place in the interests of the capitalists, rather than 
of society. Capitalist credit, which closely links the various 
sectors of the economy, promotes the further growth of the 
socialisation of labour. But the socialisation of labour pro¬ 
ceeds on the basis of private ownership of the means of 
production. As a result, the development of credit further 
exacerbates the contradictions of the capitalist mode of 
production and intensifies the anarchy within it. 


Joint-stock companies 

At the dawn of capitalism, factories and plants were 
founded by individual entrepreneurs. Later on, howevor, 
such huge construction projects as railways, docks, iron- 
and-stcel works, motor works, etc., required more capi¬ 
tal than the individual capitalist had at his disposal. Joint- 
stock companies began to be set up, and they became wide¬ 
spread in the second half of the 19th century in industry, 
railway construction and banking. A joint-stock company 
is a form of undertaking whose capital consists of contri¬ 
butions made by its participants, each of whom holds a 
certain number of shares corresponding to the amount of 
capital he invested. A share is a security certifying the in¬ 
vestment of a certain amount of money in the joint-stock 
company. The owner of a share has the right to receive 
part of the profits of the undertaking. The income paid out 
on shares is called a dividend. Shares are bought and 
sold on stock exchanges for particular prices, called the 
share quotation. The stock exchange is a market for secu¬ 
rities, especially shares, and it is hero that they are bought 
and sold, and their quotations set. 

The quotation price of shares depends on two factors: 
the level of interest banks pay on deposits and the annual 
income brought in by each share (the dividend). If a 100- 
dollar share brings an income of 10 dollars a year, it will 
be sold for that sum of money which, if invested in a bank, 
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would bring in the same 10 dollars annually in the form 

0 lut f est - Let us assume that the bank pays 5 per cen 
annua! interest on deposits; in this case Hie share will be 

th 0 d h 1 q ° i r , 20 ,j dollars smce » lf this sum were deposited i n 
the bank, the owner would receive 10 dollars a year b 
the form of interest. n 

„„ifT ra ! m !, 0ting ° f the sIlar ^o]<ier S votes in a mana¬ 
ge'mi board and appoints officials to organise and run the 
activities of the joint-stock company. The number of votes 
at the general meeting depends on the number of shares 
Since most shares are, as a rule, held by a small number 
ot big capitalists, they are the virtual owners of the joint- 
stock company. Practice has shown that it is not even nec¬ 
essary to hold half the shares to he the foil maste? of a 
joint-stock company. The number of shares hefd by an in- 

them U f!,n r a f°, up 0f ^connected people and aUowing 
them full control over the joint-stock compauy is called 
the controlling block of shares. 

i th , at ° Xis ! S in tho form »f securities (shares, 
bom b ) and brings Us owners an income is called fictitious 
capital, because securities have no value in themselves 
They merely indirectly reflect the movement of actual cap- 

-The wide spread of joint-stock companies turns capital- 

whiie n ?h« aS1Dg Y int ° reci i )ients of i^erest and dividends, 
Z, the mana g eme ”t of production is in the hands of 

becomeTev a p g0rS *** diiecXo ?‘ Thus > capitalist ownership 
necomes even moro parasitical. 1 

Shares are held hy all strata of the population This 

are themo?r ta *5® more shareholders there 

are the more capital is m the hands of the leading people 

in jomt-stock companies. The fact that individual groups 
of working people acquired shares provided bourgeois® ideo¬ 
logists with the justihcation for their theory of the “demo- 
cratisation of capital”. This false theory asserts that aT a 
“ f tha development of the share form of undertak¬ 
ing the nature of capitalism has changed and that the 

ro k , e Z h °-\ Uy ? a . share su PP° sedl y becomes a joint own¬ 
er of the joint-stock company and can participate in its 
management. In fact, however, joint-stock companies are 
fully at the disposal of the big capitalists who hold the 
controlling block of shares. Big capitalists also enjoy all 
the advantages of share capital. The working people, who 
hold a negligible proportion of the shares, do not play 
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no r can they, any role in the management of the joint- 
stock company. 

We have already looked at how surplus valuo is trans¬ 
formed into profit and how it is derived by industrialists, 
merchants and bankers. But under capitalism there is an¬ 
other exploitative class—big landowners. They also receive 
a share of the surplus value. This part of surplus value 
takes the form of the capitalist land rent. 



5. LAND RENT AND AGRARIAN RELATIONS 
UNDER CAPITALISM 


Capitalist land rent 

Where does land rent come from, who creates it and 
how does it get to the landowner? In answering these ques¬ 
tions, Marxism-Leninism proceeds from the existence of 
capitalist agriculture, which is run by means of the exploi¬ 
tation of wage labour. It is also assumed that tho land- 
owner and the capitalist are different people. 

The owner of land does not himself (lo any farming. 
Ho rents out tho land to a capitalist entrepreneur who has 
decided to invest his capital in agricultural production. 
The capitalist hires agricultural labourers who, in the pro¬ 
cess of production, croate surplus value. This surplus val¬ 
ue falls first of all into the hands of the tenant capitalist 
and is divided into two parts: his profit, equal to the aver¬ 
age profit on invested capital and an excess above aver¬ 
age profit, which is appropriated by the landowner. This 
part of surplus value constitutes capitalist land rent. Why 
does tho landowner appropriate part of the surplus value 
created by tho workers hired hy the tenant capitalist? 
Merely on the basis that he is the owner of the land and, 
without his permission, no one would have the right to 
farm it. This is why it is said that land rent is an econo¬ 
mic form of the realisation of private ownership of the 
land. If, however, the capitalist is the landowner, he ap¬ 
propriates the entire surplus value created hy the agricul¬ 
tural labourers. 

Land rent under capitalism differs from feudal land rent. 
Under feudalism, land rent in all its forms (labour, kind, 
money) expressed the feudal relations of production be¬ 
tween the two main classes—tho landowners and serfs. 
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Indei capitalism, land rent expresses the relations belwe«r 
three classes—landowners, tenant capitalists and hired J' 
ricultural labourers. Under feudalism, land rent account 
for the entire surplus product created by the peasants TJ? 
der capitalism, surplus value is divided between °wo ex' 
plmting classes-tenant capitalists and landowners 

Themriqtfmr ^7 $ P ° S ° f rGnt: di & erentia l and absolute 
S ° f 1 th 7 eSe tW0 types is connected, as Lenin 
,„ nH l h the duaI nature of monopoly: monopoly of the 
land as an economic object, which engenders differential 
nt, and monopoly of private ownership of the land which 
engenders absolute rent, ’ w,llc,i 


Differential rent 

n J? 7 dU5try ’ 7° value of a commodity and the price of 
nrl7r 0D arGdetermi ^d by the average conditions of 

fnrfl 7’ m far . mmg ’ ihe price of production of agricul 
tural produce is determined not by the average conditions 

production, hut by the conditions of production on the 
poorest land Since the area of land availabTe is limited 

have C rent°od^be increased indefinitoiy, those capitalists who 
a\o rented the best and average plots of land are in o 
more favouranlo position than those who have rented the 

by 0r capitalists Tn7 P f° ly ° f different , plots of land rented 
nwJl t- i fuming engenders different incomes 

Differential rent is the excess of surplus value over the 
average profit received from farming under the more lav 

sZceo fTenf The teh 1 * iS 7* the Iand itselTthTt te te 

source ol rent The labour applied to the best land is more 
productive and provides additional profit. 

There are three factors making it possible to obtain dif 

“ tend- 2 d ^r CQS in th ? V iIity cf individual 

plots ot land, (2) differences m the location of nlote of 

urttitv TZ * t 6 mar ^ t; (3) diSeren “s in the prod- 
uct.Mty of additional capital invested in the land. 

Marx calls differential rent connected with differences in 

the fertility and location of plots of land differential rent 1 

. L t w 7a G, . as an exa mple, three plots of tend of eaual 
size, hut differing m natural fertility. On each plot the te 
nant capitalist spends 100 dollars on hiring workers W 
mg seed and equipment, etc. Since, however, the’plots 
vary in fertility, the grain harvests will also differ: four 



centners of farm I, five on farm II and six on farm III. 

Assuming that the average rate of profit is 20 per cent, 
the price of production of all grain (costs of production 
plus average profit) on each farm will be 120 dollars. 
g u t what is the individual prico of production of one cen- 
iner of grain? On farm I, a centner of grain will cost 30 
dollars (120:4), on farm II—24 (120:5) and on farm 
III— 20 dollars (120:6). 

On the market, however, the price of grain is set at the 
price on the poorest plot, i.e., 30 dollars a centner, other¬ 
wise, if the price was set at 24 dollars (the price on the 
average plot), the tenant capitalist farming the poorest 
plot would receive only 96 dollars (4X24), i.e., he would 
not even cover his costs, to say nothing of making no prof¬ 
it. The capitalist fanning the poorest plot of land would 
then leave farming for he cannot transfor to a belter plot, 
since all of them arc already occupied by other tenant cap¬ 
italists. The halt to farming on the poorest plots would 
mean a drop in the total grain yield. The prices of grain 
would then begin lo rise and when they reachod 30 dol¬ 
lars a centner, it would once more be worthwhile to farm 
the poorest plots of land. 

Thus, the tenant capitalist on farm I sells his harvest 
for 120 dollars, that on farm II for 150 dollars and that 
on farm III for 180 dollars. The additional surplus value 
received on farm II over and above the individual price of 
production is 30 dollars and on farm III is 60 dollars. This 
is differential rent I. 

In tabular form, our example appears as follows: 
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Consequently, differential rent is the additional surplus 
value over and above average profit, created hv the labour 
of hired agricultural labourers. The labour of the workers 
on plots differing in fertility is of differing productivity, so 
it creates different, amounts of surplus valuo. 
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part of labour and moans on tho transporuLn 0 nf f W8 
compared with those located further from tw, • ? Utput 
selling their produce at the same price & L?”?*?' By 
ersjrom further away, they 

inv D eil7"in1he re ^d al 7in ar the eS r When f addit ‘“»l capital is 

ss 

tensn-e cui^ation is called different^ rent 1 ,^ ° f 
Vpart from differential rents I and II the 
also appropriates absolute rent. th ,and owner 

Absolute rent. Price of land 

fo“de7 e to ] T n d v “ t r r; vate ° f - 

consent of the landowner is required Tho^m ^ 

S 1US we V r a e IU L" “ ITiX^Tf 

agriculture, the additional surplusTluJcraaSdi" 1 ,7*° 
vate ownor4 rfS C Bu ‘ pri ‘ 

buted among the capita!ists P T n / 1 m heing rodlstri - 
extra surplus value takine- it frnm^ 11613 • a P propriato tins 
invested their capital ta^uW ““ Wh ° ha ™ 

lessXy p \ S y ThTlL,Zr r e f a ®" cultura l production un- 
sum taken by the ,T T USe ° f his land - The 

land is called absolute rein ' th ° pnvate ownor of the 

is to m U ed! a uL a g IO t°he ficr V+ h Solute rent 
organic composition of canital^in f' A ssi j me that the 
all capital consists of 80c+20u. Given a rate ^f ” surpfus 
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value equal to 100 per cent, 20 units of surplus value will 
be produced. Tho value of all output is equal to 120 units. 
The organic composition of capital in agriculture is lower 
than in industry and is, for instance, 60c-{-40u, i.e., 1.5:1. 
Given a 100 per cent rate of surplus value, 40 units of 
cultural produce will be equal to 140 units. The tenant cap¬ 
italist, like the industrial capitalist, receives average prof¬ 
it equal to 20, so tho price of production of agricultural 
produce (costs of production plus average profit) will be 
120(100 + 20), while the value of this product, at which it 
is sold, is 140. The difference between the value and price 
of production of agricultural produce (in our example 
140 — 120 = 20) constitutes absolute rent, which is approp¬ 
riated by the landowner. Thus, absolute rent consists of 
the excess of the value of agricultural produce over the 
social price of production. If there were no privato owner¬ 
ship of the land, this excess of value over the social price 
of production would ho redistributed between all capital¬ 
ists. As a result, average profit would rise. But private own¬ 
ership of the land hampers the flow of capital from in¬ 
dustry into farming, so agricultural produce is sold not at 
the price of production, but at the value of the output pro¬ 
duced on the poorest land, the excess being appropriated 
by the landowner in (.lie form of absolute rent. 

Consequently, the monopoly of the private ownership of 
tho land is the reason for the existence of absolute rent 
paid on each plot of land, regardless of its fertility and 
location. 

The land is a gift of nature and has no intrinsic value, 
but under capitalism it is bought and sold, i.e., it becomes 
a commodity. How is the price of land determined? 

The price of a plot of land depends on two factors: the 
annual income it brings in (rent) and the rate of loan in¬ 
terests. If the landowner receives 10,000 dollars rent a 
year from his land, ho will sell it for that sum of money 
which, if deposited in a bank, would bring him the same 
income. Let us assume that the bank pays 4 por cent in¬ 
terest on deposits. The landowner will then sell liis land 
for 250,000 dollars, because if this sum is deposited in 
the bank it will bring in an annual income of 10,000 dol¬ 
lars in the form of interest (at 4 per cent interest). Con¬ 
sequently, the price of land is capitalised rent , i.e., rent 
transformed into capital and bringing in an income in the 
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form of interest. As capitalism develops, tho price of l and 
rises owing to the increase in rent and drop in the rate' 0 f 
loan interest. 

Specifics of the development 
of capitalism in agriculture 


The development of capitalism in agriculture is subject 
to the same economic laws as in industry. At the same 
time, depending on the specific historical circumstances, 
the development of capitalism in agriculture proceeded dif¬ 
ferently. There were, however, two most typical develop¬ 
ment paths. 

The first consisted in landed estates being retained and, 
through gradual changes, transformed into capitalist ones. 
This is the course that the development of capitalism took, 
for example, in the agriculture of Germany, tsarist Rus¬ 
sia and Italy. 

The second path consists in the landed estates being eli¬ 
minated by a revolution, the landowners’ land being con¬ 
fiscated and sold to the peasants. Small farms emerge on 
which capitalist production rapidly dovelops. This is how 
capitalism developed in agriculture in the USA. 

However capitalism developed in agriculture, ownership 
of the land always becomes concentrated in the hands of 
the big bourgeoisie and, on this basis, a concentration of 
production takes place. The concentration of production 
leads to small peasant farms being ousted by big capitalist 
ones, because large-scale production enjoys a number of 
decisive advantages over small. Large-scale production 
makes it possible to use agricultural machinery on a broad 
scale. On large farms, the productivity of labour is higher 
than on small ones. Major advantages of large-scale pro¬ 
duction are specialisation in some particular sphere (farm¬ 
ing or livestock breeding) and a high marketability. Small 
production cannot compcto with large-scale production, 
and goes out of business. 

In industry, the triumph of large-scale production over 
small is indisputable. As for agriculture, however, bour¬ 
geois economists represent it as some vague state of rural 
bliss and put forward a false theory concerning the “sta¬ 
bility of small peasant farming”. In fact, however, small 
peasant farming is not stable at all, and keeps afloat only 


138 


cost of unbelievable deprivation and exhaustive la¬ 
bour W f 1E LfSopTfurther^^agriculture and intensifies 
Capitalism do^el P and village. The economic ba¬ 

the counterpos 1 i tation ^ the peasantry by the urban 
sis of this is P majority of the rural population 

c r Ms- -t 

peasantry coincide u,itk 

% n t" struggle against cap- 

italism. 

Nationalisation of the land and land rent 

A major reason for agriculture falling behind industry 
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3 How are the average rate of profit and the price of 
production formed? 

4 Describe the Jaw of the tendency of the rate of profit 
to fall. 

5 What are commercial capital and commercial profits’ 

6 What types of costs of circulation exist under capital¬ 
ism and what is their essence? 

7. What are loan capital, interest and profit of enterprise? 

8 . What is a joint-stock company? 

9 . What is the essence of capitalist land rent? 

10. How are differential rent I and II formed? 

11. How is absolute rent formed? 

12. What arc the chief courses of development of capital¬ 
ism in agriculture? 















































Chapter VI 


THE REPRODUCTION 
OF SOCIAL CAPITAL 
AND ECONOMIC CRISES 


v ,?V c . a ^ italis ‘ economy consists of a multitude of indi- 

thfgoodsthaThrin 1 U . ndertabill 2 s - capitalist produces 
me goods that bring him most profit at the given moment 

V a , result, capitalism develops in an unplanncTanar- 

creates^diffici f 1 ,® an . arcil y ®f production in capitalist society 
creates difficulties m marketing commodities and leads to 
economic crises ot overproduction. 

wnr| C ° n0mjC ? rises entail inca lculabie difficulties for the 
working people and exacerbate the contradictions of caoi- 

Th0y are a threatening reminder P to 
capitalism ol its inevitable downfall emmuer 10 

tion ‘"soc^iUl 6 “E* 0t ^ ° apitali5t repr ° duC - 


1. REPRODUCTION OF SOCIAL CAPITAL 

Individual and social capital 

property and an independent 1 ^SeSon ™it “n^etoC'to 

Tff' + i- ^ e P rocl ncnon in a motor works depends on 
th ca P ltalls t« producing various machine-tools^ instru- 
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ments, auxiliary materials, fuel, consumer goods for the 
porkers, and so on. The actions of individual capitalists 
and, consequently, the movement of individual capitals in¬ 
teract. 

The totality of individual capitals in their interdepen¬ 
dence and interconnections constitute social capital as a 
whole. It is here that reproduction takes place under cap¬ 
italism, in this intertwining ol' the movements of indivi¬ 
dual, independent capitals which, at the same time, con¬ 
stitute parts of the total social capital. In order for repro¬ 
duction to lake place, not only the individual capitalist, 
but also all capitalists in society must he ablo, on the mar¬ 
ket, to realise the commodities they produce in their facto¬ 
ries and plants and to buy the goods they need. In order 
to explain how the reproduction of all social capital takes 
place, let, us look at the composition of the aggregate social 
product. 

The aggregate social product 

The aggregate social product is the total mass of ma¬ 
terial wealth (machinery and machine-tools, fuel, grain, 
clothing, etc.) produced in society during a certain period, 
say a year. 

Looking at the aggregate social product in value terms, 
it consists of: (1) the value replacing the constant capital 
used up, i.e., covering wear and tear on equipment, the 
value of raw and other materials, etc.; (2) the value re¬ 
placing variable capital, i.e., the value of labour power; 
and (3) surplus value. In other words, the value of 
the aggregate social product is c + v -f m (constant capital, 
plus variable capital, plus surplus value). 

The individual parts of the aggregate social product play 
different roles in reproduction. Constant capital must con¬ 
tinue to serve the production process. Variable capital is 
transformed into wages, which the workers spond on satis¬ 
fying their requirements, i.e., on reproducing labour power. 
Under simple reproduction, ail surplus value is used by 
the capitalists to satisfy their own personal requirements. 
Under extended reproduction, part of it is consumed by 
the capitalists, while the remainder, usually the larger 
part, is used to purchase additional means of production 
and hire additional labour power. 
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Also of major significance in an analysis of the renm 
auction and circulation of all social capital is the physical 
form ol the aggregate social product. 1 

In physical terms , the aggregate social product consists 
of the means of production and consumer goods. Corres 
pondmgly, social production as a whole breaks down into 
two divisions: Department 1- production of moans of p r n! 
due lion, and Department //—production of consumer 
goods 1 he different physical parts of the aggregate social 
pioduct play different roles in reproduction: means of pro 
duction provide for continued production, while moans of 
consumption satisfy people’s personal requirements. 


Hie essence of the problem of realisation 

ihe reproduction ot social capital presupposes that each 
individual capital and, consequently, all social capital must 
gradually complete its circuit, i.e., transfer from the mon¬ 
ey to the productive form, from the productive to the 
commodity form and from the commodity hack to the mon¬ 
ey I orm, etc. Ihis circuit can only take place if all capi¬ 
talists and each ono individually can realise, i.e., sell their 
output, rile process of realisation consists in each part 
of the annual social product, in both value and physical 
teims, fulfilling its function in the process of production 
and being fully realised. 

What conditions are necessary for the entire product 
manufactured in the course of the year to be realised? The 
Marxist-Lemmst theory of reproduction clarifies these con¬ 
ditions and shows that, during the development of capital¬ 
ist production these conditions are inevitably and constant¬ 
ly violated, this leading to economic crises of overproduc- 
lion. 

The conditions for realisation 
under simple capitalist reproduction 

Under simple reproduction, the production process is re¬ 
pealed on the same scale as before, and the entire surplus 
value goes for the personal consumption of capitalists 
We shall now consider the realisation of the entire so¬ 
cial product under simpio reproduction. Let us assume 
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at ihe value of the constant capital expressed, for in- 
mnee in millions of dollars, is 4,000 in Dopartment I 
ml that of variable capital—1,000, while surplus value is 
a -j 000. In Department II let the value of constant cap¬ 
ital be 2,000, of variable capital—500 and of surplus value 
__500. Consequently, the aggregate social product will con¬ 
sist of the following parts: 

Department I: 4,000c + l,000w+l,000m.=6,000; 

Department II: 2,000c-f500u + 500m-=3,000. 

In Department I, the value of the total product, 6,000, 
exists at the end of the year in the form of machines, raw 
materials, and so on. Meanwhile, for the production pro¬ 
cess to be continued, the workers and capitalists of this 
Department need not only means of production, but also 
consumer goods. The output of Department I must be re¬ 
alised (sold). How does this take place? 

The part of Department I’s output equal to 4,UUUc will 
he sold to undertakings in the same Department to replace 
the constant capital used up. The remaining part of the 
output of Department I (l,000y + 1,000m.) .is sold m the 
form of means of production to undertakings producing 
consumer goods. These means of production, to a sum ol 
2,000, servo to replace the constant capital in Department 

11 In Department II, the value of tho total product existing 
in the form of consumer goods (clothing, footwear, food¬ 
stuffs, etc.) is 3,000. Consumer goods worth 2,000 produc¬ 
ed in Department II are exchanged for means of produc¬ 
tion produced in Department I. The remainder of the out¬ 
put of Department II, also consisting of consumer goods, 
and constituting the reproduced value of variable capital 
(500z;) and newly created surplus value (oOOm), is sold to 
the workers and capitalists of this Department. 

Thus, the entire social product is realised. Ihe chiet 
condition for realisation under simple capitalist reproduc¬ 
tion is the following equation: the sum of the variable cap¬ 
ital and surplus value of Department I must be equal to 
the constant capital in Department II. 

Let us explain this schematically. If those parts ot the 
product that are realised within the Department are signi¬ 
fied by a triangles, and those parts that are exchanged in 
the other Department by rectangles, all interconnected by 
lines, we get tho following scheme: 
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This illustrates the chief condition l'or realisation under 
simple capitalist reproduction: I(p-fm)=IIc, from which 
two more conditions arise: I(c-j-v-f-m) = Ic + IIc; II(c + 
+ !H-ra)=I(i; + m) + II(c + m ). 

The conditions for realisation 
under extended capitalist reproduction 

Characteristic of capitalism is extended reproduction , or 
accumulation. In order for production to he increased, ei¬ 
ther existing undertakings must bo expanded or now ones 
built. In both cases, a certain quantity of new means of 
production will have to ho set in motion. And, since the 
means of production are produced by Department I, the 
part of Department I output that constitutes newly creat¬ 
ed value I (v + m) must be greater than the constant capi¬ 
tal of Department II (lie). Only on this condition will 
there appear a surplus of means of production that can be used 
to expand production in both Departments. For example: 

Department I: 4,000c + l,000i> + 1,000m = 6,000; 
Department II: l,500c + 750t> + 750m=3,000. 

Under extended reproduction, the surplus value in each 
Department breaks down into two parts: that personally 
consumed by capitalists and that accumulated. The latter 
is spent on acquiring additional means of production and 
hiring additional labour power. 

Suppose, the capitalists of Department I accumulate half 
their surplus value, i.e., 500. This means they must add 
400 to constant capital and 100 to variable, i.e., spend the 
accumulated part of surplus value in the same proportion 
as the capital initially advanced. So the value composition 
of Department I as it must produce during the next year 
will he 4,400c + l.lOOv. Out of the total product of Depart¬ 
ment I (6,000), 4,400 is realised in this Department. The 
remaining 1,600 must he exchanged for the products of De- 





rtment II. But however, for the capitalists of Department 
Pf . j lC a blc to purchase means of production to the sum 
1 1 600 (to replace the 1,500 they spent, in the preceding 
0 they must increase their constant capital by 100 out 
of the surplus value of Department II. These 100 units of 
surplus value, used to expand the constant capital of De- 
artment II, require an increase in variable capital by oO, 
g ince the initially advanced capital in Department II was 
spent in the ratio 2:1. The value composition of Depart¬ 
ment II, as it goes into production the next year, will be 
\ 600c + 800 p. The process of the distribution of the means 
of production and consumer goods within Departments I 
and II may by illustrated as follows: 
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Realisation of the product will take place as follows 

.a / ?nn T nt 1 capitalists lray means of production 
worth 4,400 from one another. The remaining part of the 
means ol production (1,600) is exchanged for consumer 
goods m Department II. As a result of this exchanged 
DepaiLmenl, I capitalists receive consumer goods worth 
l,h()0, while the capitalists of Department II receive means 
of production to the value of 1,600. The realisation of the 
lemaimng consumer goods in Department II (1,400) takes 

f'wepn'th 'n lhlS , Department * Tho proces s of exchange be¬ 
tween the Departments will appear as follows- 



The chief condition for the realisation of the abrogate 
social product under extended reproduction is: tho sum 

ft™ fiTr 1 inCOm 1 es 0f the workers and capitalists in 
Department I must be greater than the constant capital 

“)>ilc DePartment 11 iU lhG C ° UrSG ° f tho y ear .' i-o-. 

Another condition for realisation under extended repro¬ 
duction may bo represented by the equality: the value of 

suruC 6 “K (1 ’°, 00) plus tfae part ° f accumulated 
surplus value added to the variable capital (100), plus the 

tkfn °f f f S h UrplUS i V rr }SjS ded for the Personal consump¬ 
tion of the capitalists (500) of Department I must, all to¬ 
gether, equal the value of the constant capital (1,500) plus 
the part of accumulated surplus value (100) added to the 
constant capital of Department II, i.e., I (v + v additional + 
+ m lor personal consumption) = II (c + additional c). 

Une more condition for realisation is that the entire prod- 

a>\i 0f D ?? artment ? undcr extended reproduction be great- 
ei than the sum of the constant capital consumod in the 
previous year in Departments I and II, i.e., I (c+v + 
+ m) > I c + He. In other words, Department I must pro¬ 
duce an amount of additional means of production capable 
of ensuring an increase in the constant capital of'both 
Departments m the coming year. 
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Yet another condition for realisation under extended re¬ 
production is that all newly created value must be greater 
than the value of the product of Department II: l(v + m) + 
+ ll(v + m)>II{c + v + m). 

The new production cycle in the second year begins on 
the basis of more capital and, if the rate of surplus value 
is 100 per cent, the aggregate social product in the second 
year will be: 

Department I: 4,400c-|-1,100 u + 1,100to= 6,600; 

Department II: 1,600c + 800i>-f 800m = 3,200. 

This is how extended capitalist reproduction proceeds and 
such are the conditions for realisation, which predetermine 
the course of extended reproduction. 

Under extended reproduction, the development of the pro¬ 
ductive forces is expressed in the fact that tho share of 
social labour used in the production of means of produc¬ 
tion grows faster than that going for the production of 
consumer goods. 

The priority growth of the production of means of pro¬ 
duction compared with the production of consumer goods 
is an economic law of extended reproduction. 

“The wholo meaning and significance of this law of the 
more rapid growth of means of production lies in the one 
fact that the replacement of hand by machine labour—in 
general the technical progress that accompanies machine 
industry—calls for the intense development of the produc¬ 
tion of coal and iron, those real means of production as 
means of production’.” 1 

The theory of realisation clarifies the conditions neces¬ 
sary for realisation of commodities under simple and ex¬ 
tended capitalist reproduction. It in no way asserts, how¬ 
ever, that, under capitalism, these conditions are always 
actually observed. On the contrary, they are constantly 
violated. 

Where competition and anarchy of production are the 
rule, no one knows exactly the market requirements, so 
the specific correlations necessary between the industries 
and within each industry are set through constant and 
countless violations of proportionality. 

Under capitalism, there is an antagonistic contradiction 
between production and consumption. 1 he goal of capi- 

1 V. I. Lenin, “On the So-Called Market Question”, Collected 
Works, Vol. I, p. 105. 











talist production—maximum profit—is achieved by expand¬ 
ing production and accumulating capital. At the same 
time, the expansion of production and accumulation of cap 
ital take place at the cost of a drop in the living 
standards, effective demand and consumption of the 
working people. This leads to a narrowing of the market 
and difficulties in realising goods. 

The bourgeoisie strives to resolve this contradiction by 
seizing foreign markets. The struggle for foreign markets, 
the seizure, division and redivision of them, create very 
sharp contradictions and engender countless conflicts be¬ 
tween capitalist countries, conflicts that sometimes even 
develop into world wars. 

2. THE NATIONAL INCOME 

What is the national income? 

As we have already seen, the aggregate social product 
means the entire mass of material wealth produced in so¬ 
ciety in the course of, say, a year. The social product goes 
to replace constant capital, since it is value transferred 
from means of production to newly produced output. The 
remainder of social product (variable capital and surplus 
value) is now value created during tho year. This part of 
the aggregate social product is the national income of cap¬ 
italist society. 

If, for example, a country produces 90 billion dollars 
worth of output during tho year, and 60 billion dollars 
worth go to replace the means of production used up over 
tho year, the national income created will be 30 billion 
dollars. 

In physical terms, the national income consists of con¬ 
sumer goods and of the means of production that go to ex¬ 
pand production. 

The national income under capitalism is created by the 
workers employed in the sphere of material production: 
in industry, agriculture, construction, transport, and so on. 
The national income is created by the workers, peasants, 
craftsmen and intellectuals employed directly in the sphere 
of material production. 

No national income is created in the non-productive 
sphere which includes the government machine, credit, 
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profits. The capitalists cover all these outlays out of tho 
national income created in the sphere of material produc¬ 
tion, through payment for services, i.e., hy charging for 
treatment, education, various domestic services, and so on. 
The payment for services provides compensation for out¬ 
lays on maintaining these enterprises and ensures average 
profit for the capitalists in the non-productive sphere. 

Part of the incomes of the working people are redistri¬ 
buted through tho state budget and used hy the bourgeois 
state in the interests of the ruling class. 

The bourgeois stato maintains armed and police forces, 
penal institutions, judicial bodies, an administrative ma¬ 
chine, etc., at the expense of tho state budget. Tho main 
source of revenues for the state budget is taxes levied on 
the population. This means that the working people, who 
receive wages as a result of the primary distribution of 
the national income, pay taxes on them to the state. Thus, 
the part of the national income at the disposal of the work¬ 
ing people is, in fact, diminishing. 

As capitalism develops, taxes grow. In tho USA and 
Britain, for example, taxes constitute over 90 per cent of 
the revenues of the state budget. Moreover, 40 per cent 
of the national income is redistributed through the budget 
in the USA and over 45 per cent in Britain. In the capi¬ 
talist countries, taxes serve as an instrument for the addi¬ 
tional exploitation of wage workers, outside the confmes 
of the production process. 


How the national income is used 

t *i — ti lf4 distribution of the national income, its use 
u X capHaU S mtfa°da SS character The national income 
■c uspd for consumption and accumulation. 

°of 

SmnmhTrem^dot number" of working people unto 

C ' 1 'A* larKe^'sha're^^thoNational income is appropriated by 
the exploiting classes. Part of it is spent by capitalists for 
feir personal consumption, including for purchasing luxu¬ 
ries as well as maintaining a large staff of servants. Anoth- 
er part tiiey use to expand production, or for accumula- 
f. r p « . .wo i s relatively small compared with 

society’s possibilities and requirements. The relatrrely^mall 
volume of accumulation is expla.nod by tho 
significant part or the national income is * 

lively: on militarisation of the economy, on maintaining 
an inflated government stai on advertising and so on.o^^ 
Tbp cla^s character of the distribution of the 

income under capitalism means that the Purchasing power 

of the working masses falls behind tho expanding produc¬ 
tion From time to time the gap becomes enormous and 
leads to economic crises of overproduction. 

3. ECONOMIC CRISES 

The essence of and main reason for crises 

French utopian socialist Fourier described the crises that 
were beginning to he observed^ “abundance becoming a 
source of need and deprivation . 

The first obvious signs of a crisis of overpro'“mass 
trade dries up, tho market becomes swamped ■ with!a m 
of unsellable goods, factories and plants close down and 
manv workers are deprived of the means of subsistence 
Is 7 it really true that capitalist society produces too 
much" grain,Nothing, fuel, etc.? Of course not. The over¬ 
production of commodities, leading to crises, is not abso 
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Into, but relative. The excess of goods exists only in com¬ 
parison with effective demand, but certainly not with 
society’s actual requirements. During a crisis, society’s 
requirements do not fall, but there is a sharp drop in the 
working people’s purchasing power. At such times, the 
people are in great need of the most vital essentials, and 
their requirements are satisfied even less than at other 
times. 

The most profound reason for economic crises of over¬ 
production under capitalism is the basic contradiction o[ 
capitalism—the contradiction between the social character 
of production and the private capitalist form of appropria¬ 
tion of the results of production. 

Capitalist production is based on the social division of 
labour. As capitalism develops, there is a further division 
of labour and production breaks down into an increasing 
number of branches. Hundreds and thousands of workers 
work in large enterprises that are interconnected and ope¬ 
ra I e for the national and the world market. Thus, by com¬ 
bining labour on a tremendous scale, capitalism gives pro¬ 
duction a social character, while each individual commodity 
is the result of the social labour of many thousands of 
workers. 

But capital gives production a social character in an 
extremely antagonistic form. The growing socialisation of 
production is in the interests of the capitalists, in their 
pursuit of higher profit. The means of production used by 
millions of people in their work are the private property 
of capitalists, so the product of their labour becomes the 
property of a handful of capitalists. 

The basic contradiction of capitalism is manifested, above 
all, in the contradiction between the organisation of pro¬ 
duction in individual enterprises and the anarchy of pro¬ 
duction on the scale of society as a whole. This is reflect¬ 
ed in the fact that, in each individual capitalist undertaking, 
the labour of the workers is organised, but in society as 
a whole, owing to the private ownership of the means of 
production, there is anarchy of production. Each capitalist 
strives to maximise his profit. In the pursuit of a high rate 
of profit, capitalists expand production (or reduce it, in 
order to transfer capital into other, more profitable in¬ 
dustries), without considering the requirements of society. 
The proportions between the branches of production are, 
therefore, disturbed, and this engenders difficulties and 
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the impossibility of the entire social product being realised. 

The basic contradiction of capitalism is also seen in the 
contradiction between capitalism’s inherent tendency to¬ 
wards an unlimited expansion of production and the limited 
nature of the effective demand of the main consumers—the 
working masses. 

The tendency towards an unlimited growth of production 
is due to the operation of the basic economic law of capi¬ 
talism—the law of surplus value. The pursuit of profit 
compels capitalists to accumulate, lo expand production, 
improve their technology, introduce new machinery, hire 
additional workers and produce more. But the striving to 
expand production endlessly is not backed up by a corres¬ 
ponding expansion of consumption. Moreover, the striving 
to receive maximum profit induces capitalists to reduce 
wages and step up the degree of exploitation. But increased 
exploitation and impoverishment of the working people 
means a relative drop in effective demand and diminishes 
opportunities for selling commodities. The result of all this 
is economic crises of overproduction. 

The basic contradiction of capitalism is manifested, too, 
in the class antagonism between the proletariat and the 
bourgeoisie. Under capitalism a total rift has taken place 
between the means of production concentrated in the hands 
of the capitalists and the actual producers, who aro depriv¬ 
ed of everything apart from their own labour power. This 
rift is clearly observed in crises of overproduction, when, 
on the one hand, an excess of means of production and 
consumer goods builds up and, on the other, there is a 
surplus of labour power, a mass of unemployed people, de¬ 
prived of means of subsistence. 


The capitalist cycle and its phases 

Crises of overproduction occur periodically. The first in¬ 
dustrial crisis broke out in Britain in 1825. The 1847-1848 
crisis, which embraced the USA and several European coun¬ 
tries, was the first, world economic crisis. The deepest crisis 
of last century was in 1873, and it heralded the transition 
from premonopoly capitalism to monopoly capitalism, i.e., 
imperialism. The 20th century’s deepest crisis, called the 
Great Depression, lasted from 1929 to 1933. 

The period from the beginning of one crisis to the bc- 
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ginning of another is called the economic cycle. It in¬ 
cludes four phases: crisis, depression, recovery and boom. 

Crisis the main phase of the cycle—is characterised 
primarily by overproduction of commodities, sharply falling 
prices, multiple bankruptcies, a sharp drop in production 
a rise in unemployment, a fall in wages, actual destruction 
of commodities, equipment and enterprises, and a reduction 
of home and foreign trade. At this phase of the cycle, 
the contradiction between the growth in production possibi¬ 
lities and the relative drop in effective demand is manifest¬ 
ed in violent and destructive forms. The high level of 
development of the productive forces comes up against 
the narrow bounds of capitalist relations of production 
which have become fetters and brakes on their further 
development. The scale of production during crises is 
forcibly reduced to the lovel of the effective demand existing 
in society. The transition from crisis to depression begins. 

Depression the second phase of the cycle—is characteris¬ 
ed by a halt to the further development of the crisis and 
still stagnant industrial production, low commodity prices, 
slack trade and a low rate of profit. Unemployment and 
wages remain at the same level as during the crisis phase. 
Accumulated stocks of goods arc partly destroyed and partly 
sold off at sales prices. Capitalist production remains in 
depression until competition and the struggle for sales 
markets and sources of raw materials induce capitalists 
to reequip their enterprises and renew fixed capital. By 
means of all sorts of technical improvements, the capitalists 
strive to reduce the costs of production and make it profi¬ 
table even at the low prices engendered by the crisis. A 
demand for equipment appears and incentives to expand 
production are created. Gradually the preconditions are es¬ 
tablished for a transition to a new phase of the cycle—that 
of recovery. 

Recovery is characterised by the fact that those enter¬ 
prises that have survived the crisis continue to renew their 
fixed capital and gradually bogin to expand production. 

1 he volume of production approaches that of the eve or 
the crisis, and then overtakes it. Trade picks up; prices 
rise along with profits; unemployment gradually falls. When 
capitalist production overtakes the maximum precrisis level, 
it is entering the phase of boom. 

Boom is the last phase of the cycle. During this phase, 
the tendency for unlimited growth of production is mani¬ 
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fested to the full. Once again, the capitalists strive to 
overtake one another, expand their undertakings, begin new 
construction, and throw growing quantities of goods on to 
the market. The rapid growth of production leaves the 
growth of effective demand further and further behind. 
Overproduction is constantly growing, at first, in hidden 
form, and stocks of surplus commodities are piled up increas¬ 
ingly. At this, tho highest boom stage, tho market suddenly 
becomes oversaturated with goods for which there is no 
effective demand; prices fall and a crisis sets in. Then 
the whole cycle begins again. 

Thus, the development of capitalist production is not 
smooth; it experiences sharp fluctuations, booms and reces¬ 
sions. This cyclical form of development of capitalist pro¬ 
duction is a result and evidence of tho intensifying contra¬ 
diction between the productive forces and relations of pro¬ 
duction; it shows that capitalism itself sots limits to its 
own development and will inovitably porish.. 

In addition to industrial crises, the capitalist countries 
also suffer agricultural crises, i.e., crises of overproduction 
of agricultural produce. 

Agrarian crises are usually protracted because agricul¬ 
ture is a backward sector of the economy compared with in¬ 
dustry. The monopoly of private ownership of the land 
hampers the free flow of capitals, thus preventing tho mass 
renewal of fixed capital in agriculture and delaying the 
end of the agrarian crisis. Moreover, during crises, small 
peasant producers do their best to maintain their previous 
level of production in order to remain in possession of the 
land, and this exacerbates the overproduction of agricul¬ 
tural produce, thereby dragging out the crisis. 

The main burden of agrarian crises falls on the peasant 
masses and leads to their ruin. 

Crises and intensification 

of the contradictions of capitalism 

During crises, it becomes particularly obvious that capi¬ 
talism is unable to deal with the forces that it has itself 
engendered. Each economic crisis brings a sharp drop in 
production and in the volume of home and foreign trade. 

Thus, from 1929 to 1933 in Britain, the level of coal 
production fell back to that which had existed 35 years 
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earlier; steel output dropped back 23 years; iron output 
/0 years; and foreign trade, 36 years. ’ 

During a crisis tremendous wealth is destroyed while 
even the most vital requirements of the broad population 
Moo“ff- ; i lus ’ duri *g the Great Depression of 
Jo . 1J nV . 3 ast lurnacc s were demolished in the USA- 

In/ m n ritam; and 28 ’ in Germany. In 1933, in the USA 
10.4 million acres of cotton fields were ploughed over, and 
so on. 

During crises, society’s chief productive force-labour 
power is wasted 1 he crisis throws millions of workers on 
o the streets, where they suffer imposed idleness and a 
pointless existence. 

Crises intensify the class contradictions between the 
proletariat and the bourgeoisie, between the bulk of the 
peasantry and the landowners who exploit thorn, userers, 

P L° W0 !' k . lllg cIass loses a significant part of 
hat it has achieved m its struggle against the capitalists, 
lho broadest masses of the proletariat, doomed by crises 
1 m< a n ous deprivation, acquire a deep class conscious- 

v,nrpH n t d h I ; e I T olutlo f ar y resoIve - The workers become con- 
\*J ced t . lia * tlie only way out of poverty and hunger is a 

u!r/:i m ( th ^r° mi f. and social s y stem * Even the back- 
aid strata of the working people begin to understand the 
need to fight against the exploiters. 

Thus, economic crises show clearly the need for a rev¬ 
olutionary replacement of capitalism by socialism, which 
would eliminate the contradictions of the bourgeois system 
and open up boundless scope for the development of so¬ 
ciety s productive forces. 


REVISION EXERCISES 

1. What are individual and social capital? 

^ Describe the aggregate social product in terms of value 
and physical forms. 

3 ' the , C0 , n ^ ti0Ils f or realisation under capitalist 

simple and extended reproduction? 

4. Describe the national income, its distribution and redis- 
^ tribution under capitalism. 

5. What is the main reason for crises under capitalism? 

b. Describe the capitalist cycle. 1 

7. What role do crises play under capitalism? 


B. MONOPOLY CAPITALISM—IMPERIALISM 

During the last thirty years of the 19th century, capi¬ 
talism developed into its highest and last stage—imperial¬ 
ism. Tho main distinguishing feature of this stage is that 
free competition is replaced by monopoly domination. 

The development of the productive forces during this 
period advanced far. In the iron and steel industry new 
methods of steel smelting (Bessemer, Thomas, and open- 
hearth) requiring a transition to large-scale steel works 
became widespread. The last third of the 19th century saw 
a number of major inventions (the dynamo^ machine in 
1867, tho internal combustion engine in 1877, the steam 
engine between' 1883 and 1885), which speeded up the 
development of industry and transport. On the basis ol' 
new types of motor, new means of transport appeared: 
trams in 1879, cars in 1885, diesel engines in 1891, and the 
aeroplane in 1903. Successes in science and technology 
created an opportunity for the production and application 
of electricity 

In the last three decades of the 19th century, heavy 
industry took over light industry’s dominant position. Tho 
branches of heavy industry grew rapidly. World steel out¬ 
put, for instance, grew 56 times from 1870 to 1900, that 
of oil 25 times, of coal over three times. Production rapidly 
increased in scale, particularly after the economic crisis 

of 1873. , . 

The development of the productive forces and increase 
in the scale of production were accompanied by an inten- 
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sification of the contradictions oi' capitalism. Economic cri¬ 
ses of overproduction became more frequent and destructive 
and unemployment increased. Wars between the capitalist 
states broke out more often, and this brought untold 
suffering to the ordinary people. At the same time, as the 
condition of the working class was deteriorated, there was 
an unprecedented increase in the wealth of the capitalists. 
This intensified the economic and political struggle of the 
working class. 

The working class’s ideologists were now faced with 
giving a precise analysis of imperialism and studying the 
new phenomena that begun to characterise capitalism at 
the turn of the century. This was necessary primarily in 
order to provide the working class with the correct 
theoretical weapon in its struggle against capitalist 
oppression. 

It was Lenin who fulfilled this task, particularly in his 
work Imperialism, the Highest Stage of Capitalism (1916), 
which is of eternal significance, and in a number of his 
other works, too. Lenin showed that all the basic foatures 
of capitalism still remain under imperialism: private owner¬ 
ship of the means of production by capitalists, relations 
of exploitation of wage labour by capitalists, a form of 
distribution under which the wealth of some increases while 
the condition of others worsens, and antagonistic relations 
betweon the proletariat and the bourgeoisie. 

As a result, all the economic laws of capitalism contin¬ 
ue to operate under imperialism: the law of surplus value, 
the general law of capitalist accumulation, the law of 
competition and anarchy of production, and others. But 
the operation of these laws acquires new specifics. 

Lenin’s analysis of imperialism showed that the monop¬ 
oly stage of capitalism has the following basic economic 
features: “(1) the concentration of production and capital 
has developed to such a high stage that it has created 
monopolies which play a decisive role in economic life; 
(2) the merging of bank capital with industrial capital, 
and the creation, on the basis of this ‘finance capital’, of 
a financial oligarchy; (3) the export of capital as distin¬ 
guished from the export of commodities acquires exception¬ 
al importance; (4) the formation of international monop¬ 
olist capitalist associations which share the world among 
themselves, and (5) the territorial division of the whole 
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world among the biggest capitalist powers is completed’ . 

Lenin’s teaching on imperialism and the socialist revolu- 
, ion constitutes a ncw r era in the development of Marxist 
thought, Lenin proved that the monopoly stage of capi¬ 
talism is the eve of the socialist revolution. Comprehensive 
analysis of this new stage in world history allowed Lenin 
to determine the tremendous opportunities of the revolu¬ 
tionary movement in the age of imperialism. 


1 V. I. Lenin, “Imperialism, the Highest Stage of Capitalism", 
Collected Works, Vol. 22, Progress Publishers, Moscow, 1974, p. 266. 
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Chapter VII 

THE BASIC ECONOMIC FEATURES 
OF IMPERIALISM 


1. CONCENTRATION 
OF PRODUCTION AND MONOPOLIES 

Concentration of production 

Before imperialism free competition held sway. During 
the period of free competition, many capitalists produced 
the same type of output and each of them strove to sell 
it for the maximum profit. Free competition leads to the 
ruin of some capitalists and to others becoming rich and 
expanding llieir production. As Engels put it, “Competition 
is the compietest expression of the battle of ail against 
ail which rules in modern civil society”. 1 By ruining some 
and enriching others, free competition led to a concentra¬ 
tion of production in larger enterprises, where hundreds 
and thousands of workers are employed. Concentration of 
production at a certain stage in its development gives rise 
to monopoly. Concentration of production reaches its high¬ 
est stage of development under imperialism. 

For example, in Germany in 1882, only 22 per cent of 
all factory and office workers were employed in enterprises 
with 50 workers or more, but the percentage had risen 
to 30 in 1895; 37, in 1907; 47.2, in 1925; and 49.9, in 1939. 
In the 1970s, in the FRG 40.2 per cent of all those employ¬ 
ed in West German industry worked in factories and plants 
with a staff over a thousand strong, while such plants and 
factories constituted only 1.3 per cent of the total number 
of industrial enterprises in the country. In the USA in 
1904, the biggest undertakings, producing output worth a 
million dollars or more, constituted 0.9 per cent of the 


1 F. Engels, “llio Condition of tlie Working Class in England”, 
K. Marx and F. Engels, Collected Works, Vol. 4, p. 375. 
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tota ] while 25.6 per cent of all workers were employed 
in them and they provided 38 per cent of the gross output 
of American industry. In 1939, the biggest American un¬ 
dertakings constituted 5.2 per cent of the total number, 
employed 55 per cent of all workers and produced 67.5 
per cent of the gross industrial product. In 1970, the 500 
biggest companies accounted for 66 per cent of gross 
safes in American industry. Of these, the biggest 50 cor¬ 
porations, or 0.5 per cent of the total, produced almost a 
quarter of the aggregate output of the US manufacturing 
industry. At present, the 100 biggest companies in the 
USA and the 100 biggest companies in the other imperialist 
countries account for a third of world capitalist production. 
Over the last decade there has been a sharp increase in 
the capitalist world in the number of monopolies with as¬ 
sets of over a billion dollars. At the beginning of the cen¬ 
tury there was only one such monopoly; in the early 
1950s there were four, in 1963—57, but in 1974 the num¬ 
ber of such companies had risen to 344. Half the biggest 
monopolies (162) are US corporations, 47 are Japanese, 
30 are British, 25 West German, 22 French and 6 Italian. 
Over 23 million people now work for billionaire companies, 
as against 13 million in 1963. 

The concentration of capital is accompanied by its cen¬ 
tralisation, meaning an increase in capital as a result of 
the merging of several capitals into a single big one. This 
may take place by agreement, for example, when joint-stock 
companies are formed, or he enforced, when a big capitalist 
ruins and swallows up smaller capitalist enterprises after a 
fierce competitive struggle. 

Competition forces each capitalist to reduce the price 
of his commodities, and only big enterprises can afford to 
do this. Small ones cannot stand up to the competition, 
so they either go bankrupt or are taken over by the big 
capitalist. This process is a continuous one. For example, 
the number of mergers and take-overs of US firms was 
4,366 from 1960 to 1964, 9,557 from 1965 to 1970, while 
the corresponding figures for Britain were 3,828, and 7,044, 
and for France—7,020 and 11,764. In two years (1974- 
1975), about 130,000 firms with over a million dollars worth 
of capital each went bankrupt in the ten major capitalist 
countries (the USA, Japan, the FRG, France, Britain, Italy, 
Canada, the Netherlands, Sweden and Switzerland). 

Concentration and centralisation of production and capi- 
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tal lead to the accumulation of huge numbers of workers 
in big and very big undertakings. This facilitates the uni¬ 
fication and organisation of the working class in its struggle 
against capital and transforms the proletariat into an effi¬ 
cient revolutionary force. The concentration and centralisa¬ 
tion of capital and production lead to a tremendous sociali¬ 
sation of labour, to an intensification of the class struggle 
between workers and capitalists. 

Forms of monopoly 

The concentration of production leads straight to monop¬ 
oly. Very big enterprises with big capitals have difficulty 
defeating each other in the competitive struggle. Under 
these conditions, the opportunity and necessity arise for 
the biggest capitalists to come to an agreement with one 
another in order to divide up markets and sources of raw 
materials, to set uniform prices, and so on. 

A monopoly is an association of capitalists in whose 
hands the production and sales of the overwhelming major¬ 
ity of particular goods are concentrated. Whatever the differ¬ 
ent forms such associations might take, they all pursue the 
same goal—the receipt of maximum pro-jit. 

Lenin identified the following historical stages in the 
development of monopolies: (1) 1860s and 1870s—the high¬ 
est stage in the development of free competition. The 
monopolies were only just beginning to take shape. (2) 
After the 1873 crisis. Cartels began to develop widely, hut 
they were still the exception and were not yet stable. They 
were still only emerging. (3) The boom at the end of the 
last century and the 1900-1903 crisis: cartels became one 
of the foundations of economic life. 

Monopolistic associations arise primarily in heavy in¬ 
dustry, where the concentration of production is particularly 
rapid. Once they have embraced heavy industry, however, 
they also spread to other industries. 

The forms of monopolistic associations are extremely di¬ 
verse. Initially they consisted of short-term agreements 
between individual capitalists on the sales prices of com¬ 
modities. These agreements prepared the ground for more 
long-term ones. 

A cartel is an association of capitalists who come to an 
agreement on the division of markets and on sales prices, 
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Chief forms of monopoly 


Cartel 


Syndi¬ 

cate 


Concern 


and determine the quantity of commodities to be produce . 
The undertakings included in the cartel produce and sc 
their output independently. This form of monopoly was 
particularly widespread in prewar Germany. 

A syndicate is a higher stage of monopolistic associa¬ 
tion Its participant enterprises produce independently an 
retain their ownership of their own means of production 
hut they lose their commercial independence I he members 
of the syndicate do not. themselves sell their output or 
buy raw materials; they set up a joint trading apparatus 
to do this for them. This form of monopoly was wide¬ 
spread in prerevolutionary Russia. . . . , , • 

A trust is a monopoly in which there is joint ownershi| 
of all the enterprises, and their former owners become 
shareholders, their profits depending on the number ol 

shares they bold. . 

A concern is an association of big trusts or enterprises 
in various industries, banks, trading firms transport ant 
insurance companies on the basis of joint financial depen¬ 
dence on a group of big financial capitalists. 

Trusts and concerns are widespread in the UbA, mnain, 
France, Japan and other countries. 


New forms of concentration 
of production and capital 

At the current stage in the development of capitalism, 
the concentration of production and capital is gaining mo¬ 
mentum for objective reasons, including the further advance 
of the scientific and technological revolution. Modern tech¬ 
nology and the level of development of the productive 
forces necessitate a constant increase in the size ol indivi¬ 
dual capital, this being facilitated particularly by the intro¬ 
duction of automated production and the need to promote 
research work in enterprises. 






































The second objective reason for the increasing concert- 
li'ittion of production is the growing crisis of the capitalist 
world economy, which is manifested in the withdrawal of 
individual countries from the world capitalist system. As , 
result of the formation of the world socialist system the 
sphere of the world capitalist economy has narrowed signi- 
Jicantly and the problem of world markets and internation¬ 
al competition lias become more acute. 

The concentration process is also fostered by the monop¬ 
olies themselves, for they have a vested interest in raising 
the competitiveness of their products on the world market* 

J liey arc assisted in this, to no small extent, by the bour¬ 
geois states, which encourage concentration by granting tax 
concessions, various subsidies, etc. 

New forms of production concentration are monopolistic 
combination and diversification. Let us take a look at 
these. 

Lenin wrote about, combination in Imperialism, the High¬ 
est Stage of Capitalism, where he described it as the 
grouping in a single enterprise of different branches of 
industry, which cither represent the consecutive stages in 
the processing of raw materials (for example, the smelting 
°! ,ron ( J ro I into pig-iron, the conversion of pig-iron into 
steel, and then, perhaps, the manufacture of steel goods)- 
or are auxiliary to one another (for example, the utilisation 
ot scrap, or of by-products, the manufacture of packing 
materials, etc.)”. 1 b 

At. the beginning of the century, combination took place 
mostly in the iron and stool industry, but after the war it 
became widespread in other industries, too. 

. T llu ®’ combination is an association of enterprises that are 
technologically interlinked. There are two types of combi¬ 
nation: vertical, when an entire production process, from 
obtaining the raw material to producing the finished out¬ 
put, is unified, and horizontal, when various types of output 
are produced on a common raw material basis. 

1 lie second, new form of the concentration process is 
diversification, i.e., the production of articles that are not 
technologically connected with the main output, in which 
the given monopoly specialises. For example, General Mot¬ 
ors, Ford and Chrysler, the USA’s biggest motor eompa- 
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nies have in recent years been actively entering the com- 
utcr and rocketry industries, the production of agricultural 
machinery and military output, and have been carrying 
out research connected with space exploration. 

Yet, however the forms of concentration might change 
under the domination of monopolies, its essence remains 
l]l0 same—a further growth of the economic might, of the 
wgest monopolies, a pooling of their efforts in controlling 
the ever growing share of social production for the purpose 
of obtaining monopoly superprofit. 


Monopoly and competition 

Bourgeois ideologists assert that monopoly eliminates 
competition. In fact, this is not the case. 

first, although monopolies dominate in the economies or 
the capitalist countries, a perfect, one hundred per cent 
monopoly, even of a single branch of production, is a rare 
exception. There is, therefore, competition between monop¬ 
olies and capitalists who do not belong to them (so-called 
outsiders). In this struggle, the monopolies make use ol 
all means available to force outsiders to join the monopoly 
or to put them out of business. 

Second, there is also competition within monopolies, ino 
participants in cartels and syndicates compete with one 
another for the most profitable markets and for a bigger 
share of production. In trusts and concerns, there is compe¬ 
tition between capitalists for the leading posts, for the con¬ 
trolling block of shares, and for profit distribution Ihe 
competition within a monopoly is usually concealed and 
only breaks to the surface in extreme cases, when it de¬ 
stroys the monopoly. A new one may take shape in place 
of a monopoly that collapses in this way. 

Third, there is competition between monopolies in one 
and the same industry. This is when there are several 

monopolies in a single industry. 

Fourth, during the age of imperialism, the competition 
between monopolies in different branches of production be¬ 
comes particularly fierce, for example, between coal, an 
iron and steel monopolies, and so on. 

Fifth, there is also competition between the monopolies 
of different capitalist countries for sales markets, sources 
of raw materials, and spheres of investment. The rivalry 

































between the monopolies of different countries is supported 
by the capitalist states, which exacerbates the contradic¬ 
tions and conflicts between the imperialist powers. 

Bourgeois ideologists falsely assert that monopoly means 
planned, balanced development of the capitalist economy. 
Though monopoly grows out of free competition, it does not 
eliminate competition, but exists alongside it. Under the 
predominance of monopolies, the competitive struggle be¬ 
comes especially fierco and predatory. In order to get rid 
of a competitor, a monopoly makes use of financial machi¬ 
nations, bribery, blackmail and actual violence. 

Imperialism cannot, eliminate competition. “In fact it is 
this combination of antagonistic principles, viz., competi¬ 
tion and monopoly, that is the essence of imperialism, it 
is this that is making for the final crash, i.e., the socialist 
revolution.” 1 


2. FINANCE CAPITAL 
AND THE FINANCIAL OLIGARCHY 

The concentration 

of capital and monopoly in banking 

The concentration of production and formation of monop¬ 
olies in industry inevitably lead to concentration of capi¬ 
ta in hanking and tho creation of hanking monopolies. 
“We shall only have a very insufficient, incomplete, and 
poor notion of the real power and the significance of mod¬ 
ern monopolies if we do not take into consideration the 
part played by the banks.” 2 The fierce competition between 
hanks results in small banks being taken over by big 
ones, which conclude agreements with one another and this 
is how banking monopolies arise. They subordinate small 
banks, savings banks and credit societies. Each such mo¬ 
nopoly commands dozens, and sometimes even hundreds 
of smaller hanks. The banks grow in size and their turn¬ 
overs increase. In the USA, for instance, in 1900 there were 


' V - ]• , Len i n - ‘‘Comments on tho Remarks Made by the Com¬ 
mittee of the April All-Russia Conference”, Collected Works, Vol. 24, 
Progress Publishers, Moscow, 1974, p. 465. 

. V ; I* Lenin, ‘‘ImperiaHsm, the Highest Stage of Capitalism”, 
Collected Works, Vol. 22, p. 210. 
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, n oo 2 banks with assets worth 10,785 million dollars; in 
upyfthero were 15,017 banks with assets of 80,213 million 
dollars Consequently, over 40 years the number of banks 
•Creased by only 50 per cent, while bank assets increased 
eightfold. In the USA, the assets of the 50 b '8^ sl b g anks 
^instituted 32.8 per cent of total assets in 19.)0, 39 per 
ffnt in I960 and 47.8 per cent in 1970 At the beginning 
nf 1975, 177 US banks, constituting only 0.01 per cent 
Hie total number of merchant banks, concentrated m 
bands 48.5 per cent of the total assets of US m ® r< ; ba ” 
banks (in 1960 the figure was 36.9 per cent). Ir | B " ta1 "’ 
the four biggest banks concentrate, at present, about 90 po 
cent of all bank deposits. In the FRG, the biggest four 
banks account for almost 44 per cent of all bank assets^ 
In France, ten banks hold about 70 per cent of all ban 
assets and almost 80 per cent of deposits and the g 
Three”—59 and 68 per cent respectively. In Italy, tne 
Iharc of six banks in the total sum of bank assets is over 
50 per cont, and in deposits-66 per cent. In Japan about 
56 per cent ol all bank assets and two-thirds of all deposins 
arc concentrated in ten banks. At the present time, m the 
capitalist world 100 banks control 85 to 90 per cent of all 
financial operations, thereby ensuring the interests of big 

industrial and finance capital. 

Concentration in banking has the same result as in ¬ 
dustry ie tho formation of banking monopolies. Lcmn 
wrote on this: “Among the few hanks which remain at the 
head of all capitalist economy as a result of the proce. 
of concentration, there is naturally to be o^erved^ in¬ 
creasingly marked tendency towards monopolist agreements, 

i ° Tlm^ current^forms of hanking monopoly are. cartels, syn¬ 
dicates, trusts and concerns. A banking cartel is a grout) o 
several hanks agreeing to co-ordinate then joint interests 
(mutual responsibility for liabilities maintenance of an 
identical interest rate on deposits and loans, etc.). 

A banking syndicate or consortium is a group of banks 
agreeing to carry out certain profitable ope^ions Biat a re 
beyond the possibilities of any sing e bank < be floaUng c 
large government loans, the promotion of joint-stock com 
panies with a large capital, and so on). 


> V. I. Renin, “Imperialism, the Highest Stage of Capitalism”, 
Collected Works, Vol. 22, p. 219. 
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A bank trust is the joint ownership of capit.nl by several 
big banks through their total merging. 

A banking concern is an association of officially inde¬ 
pendent banks under the financial control of a single big 
bank, which has bought up the controlling blocks of shares 
of the concern’s other member banks. In the 1070s, inter¬ 
national banking associations began to bo set up to back up 
the activities of huge international corporations, for which 
the bounds of the existing banking system had become con¬ 
fining. In the first half of the 1970s, several such groups 
were formed: European Banks International, with total 
assets of 110.1 billion dollars; Associated Banks of Europe, 
with assets of 64.1 billion dollars; GCB, in Brussels, with 
assets of 62.6 billion dollars; the Orion group of six hanks, 
in London, (the USA, Britain, Japan, the FRG, Italy and 
Canada) with total assets of 164.8 billion dollars. 

The concentration of banking and the formation of hank¬ 
ing monopolies bring changes in the relations between 
banks and industry. 


The new role of banks 

Initially, banks wore intermediaries in payments. As 
capitalism develops, their credit operations expand. The 
bank takes capital from capitalists who have no use for it 
at the given time, and put it at the disposal of other 
capitalists, who are in need of funds. The concentration 
and centralisation of banking results in the banks wielding 
tremendous power over the whole economy. 

By concentrating in their own hands the current accounts 
of capitalists, the big banks know the state of their affairs, 
control them and, finally, by offering better or worse credit 
conditions, subordinate industrial capitalists to themselves 
and direct their activities. 

I-Tom modest intermediaries in payments, banks have 
become mighty financial centres. This greatly speeds up the 
concentration of production, because the banks give credit 
preference to big undertakings associated in monopolies. 
The banks acquire a vested interest in these monopolies 
Prospering and begin to buy their shares. They make sure, 
however, that they purchase adequate shares to ensure 
themselves the decisive role in the monopoly. 
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finance capital 

and the financial oligarchy 


1 cnin wrote concerning the essence of finance capital: 
.‘The concentration of production; the monopolies arising 
therefrom; the merging or coalescence of the banks will) 
industry—such is the history of the rise of finance capital 
an d such is the content of that concept,” 1 
The banks buy up the shares of industrial, commercial, 
transport, insurance, and other monopolies, thereby becom- 
ino- their co-owners. In turn, industrial monopolies also 
bohl shares in the banks connected with them. An inter¬ 
twining and coalescence take place between monopolistic 
bank and monopolistic industrial capitals. This is the basis 
on which finance capital emerges. 

The coalescence of bank and industrial capitals takes 
various forms. It is manifested, in particular, in personal 
unions, i.o.. in the same people heading hanking, industrial, 
commercial and other monopolies. The heads of banks are 
members of the boards of industrial enterprises, and repre¬ 
sentatives of industrial monopolies, in turn, are included 
on the management of banks. The structure of finance 
capital varies. Such financial institutions as insurance com¬ 
panies, investment trusts, pension funds, savings banks, 
and the like, have come to play a major role m mobilising 
the population’s funds for financing industrial monopolies. 
For this reason, modern finance capital constitutes a coales¬ 
cence of industrial monopolies not only with banking ones, 
but also with the financial institutions listed above. 

One concrete manifestation of the power of finance capr 
tal is the domination of the financial oligarchy. 

The growth of monopolies and of finance capital results 
in the biggest bankers and industrialists forming a small 
group of people who hold the dominant position m the econ¬ 
omy 1 and politics. A financial oligarchy takes shape i e 
a small number of finance kings dominate and hold all the 
power. All the vitally important sectors oi the economy, 
all the key positions in the politics of the capitalist conn 
Iries are in the hands of the financial oligarchy 

One concrete form of financial oligarchy is the monopo¬ 
ly-finance group. In the USA, for example, the decisive 

7 y i Lenin, “Imperialism, the Highest Stage of Capitalism , 
Collected Works, Vol. 22, p. 2iG. 
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role m the country s economy is played by 18 high 
groups, which control assets to a sum of G78.4 billion 
dollars, including 319.5 billion in banking and 358.9 bit 
lion in industry, commerce, and the services sphere The 
luggest of these financial groups are the Morgans, Rocke¬ 
fellers, California and Chicago groups. 

Ihe Morgan sphere of influence is the iron and steel in¬ 
dustry, the chemical industry, the motor, electrical on- 
electronics, rubber industries, etc. The group has 
lb/.5 billion dollars worth of assets, including 54.7 billion 
in hanking, and 112.8 billion in industry, commerce and 
the services sphere. 

The Rockefeller sphere of interest includes oil, the avia¬ 
tion, pulp-and-paper, chemical industries, etc. The controlled 
assets of this group constitute 124.6 billion dollars, of which 
b7A billion are in hanking and 57.2 billion in industry. 

the sphere of interest of the California monopoly-finance 
gioup extends to oil, the aerospace, electrical engineering 
and electronics industries, and so on. The controlled assets 
ol this group stand at 66.7 billion dollars: 45 billion in 
banking and 21.7 billion in industry. 

. Chicago monopoly-finance group’s sphere of interest 
includes the iron and steel industry, oil, the electrical engi- 
neenng, and food industries, and agricultural machinerv. 
Its controlled assets are 55 billion dollars, 17.4 billion of 
which are m hanking and 37.6 billion in industry. 

In Japan, two high finance groups—Mitsui aud Mitsu¬ 
bishi—-control all the key branches of the economy—metal¬ 
lurgy, engineering and instrument-making, the chemical in¬ 
dustry, freight transfers, banking and insurance, trade, stor¬ 
age and so on. 

In Britain, the decisive role in the country’s economy 
is played by eleven financial groups that control the key 
branches of the economy-metallurgy, aviation, television, 
electronics, shipbuilding, engineering, the chemical industry, 
oil extraction and refining, shipping, international hanking 
operations, foreign trade, etc. 

The domination of a financial oligarchy is characteristic 
ot other capitalist countries, too. 

The financial oligarchy also dominates in the economic 
sphere by means of the so-called holding system, the es¬ 
sence o. which is as follows. A big financier or group of 
financiers holds the controlling block of shares or otherwise 
takes control of the head joint-stock company, which is 


the parent company. This parent company acquires the 
shares of other joint-stock companies and, once it obtains 
q controlling block, dominates over dependent daughter com¬ 
panies, which themselves control subsidiary companies, and 
so on. Through the holding system, a financier with a capi¬ 
tal of, say, a billion dollars, can bring much more capital 
un der his control. The sphere of domination of big capital 
is thereby constantly expanding. This system may be de¬ 
picted in the form of a multistorey pyramid, with the top 
figures in the financial world at the pinnacle. 

The financial oligarchy also dominates in politics, and, 
on this basis, the monopolies merge with the state machine, 
giving rise to state monopoly capitalism. 

3. THE EXPORT OF CAPITAL. 

THE ECONOMIC 
AND TERRITORIAL DIVISION 
OF THE WORLD 

The export of capital 

Before imperialism, the chief form of economic link be¬ 
tween countries was foreign trade and the export of commo¬ 
dities. Under imperialism, world trade expands even fur¬ 
ther, hut the export of capital now assumes primary im¬ 
portance. The export of capital is the movement of the 
capital belonging to the monopolies and financial oligarchy 
of one country into others with the purpose of increasing 
monopoly profits, strengthening the economic and political 
positions of the monopolies in the struggle for foreign mar¬ 
kets, and expanding the sphere of capitalist exploitation ol 
the larger part of the capitalist world by a few major im¬ 
perialist countries. . 

The fact is that, under the domination of monopolies in 
the most developed capitalist countries, a capital surplus 
emerges. If, of course, the monopolies used their capita 
to raise the standard of living of the working people and 
lift agriculture up to the level of industry, there would 
be no such surplus. But then capitalism would not he capi¬ 
talism. Capitalists strive to apply their capital where they 
will reap the biggost profits. 

The need for the export of capital is thus a result ol a 
few countries lacking scope for capital to be applied in its 

































country of origin. The opportunity for exporting capital 
appeared at the beginning of the 20th century when tho 
vast majority of countries had already been drawn into the 
world capitalist system; the chief railways had already been 
built or were under construction, making it possible to 
transport raw materials more rapidly to the ports, and it 
became ieasible to transport mass freight over long dis¬ 
tances. 6 

Capital is exported in two main forms: loan and produc¬ 
tive. 1 he export of loan capital takes place when the gov¬ 
ernments or capitalists of other countries are granted 
loans, on which they must pay interest. In this case, the 
surplus value created by the workers in the importing coun¬ 
try goes as interest to the exporting country. 

The export of productive capital takes piace when capi¬ 
talists build industrial enterprises, railways, etc., in oilier 
countries. This happens as follows. In tho USA, for in¬ 
stance, a joint-stock company is set up to build oil-exract- 
mg enterprises in a developing country. The share issue is 
lought up by American capitalists. The enterprises are huiit 
with the capital accumulated from the sale of the shares, 
while the profit made by these enterprises is distributed 
among the shareholders, i.e., American capitalists. In both 
cases, the capital is exported in order to obtain monopoly 
high profits. 1 • 

Capital is exported predominantly to economically less 
developed countries where there is little capital, land is 
cheap, there are plenty of raw materials and wage rates 
are low All these factors make it most profitable to invest 
iere. lhe export of capital has serious consequences for 
both the importing and the exporting countries. 

Tho capital-importing countries experience an accelerated 
development of capitalism, with all its inherent contradic¬ 
tions—the ruin and impoverishment of the masses, wasteful 
exhaustion of the land and the squandering of other nation¬ 
al wealth. Under the impact of the capital imported from 
the imperialist states, the economics of the developing 
countries run in lop-sided, distorted ways. It is mainly the 
extractive industry and agricultural production for export 
that expand. 

lhe capital-exporting countries experience a dual result 
from tho outflow of capital. On the one hand, they increase 
their wealth, i.e., they are constantly receiving surplus value 
from outside in the form of profits from overseas enter¬ 
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prises or interest on loans. On the other hand, in these 
countries the export of the capital reduces the opportuni¬ 
ties for capital investments within the country and leads to 
fewer jobs and higher unemployment. 

Capital exports tend to expand the economic links be¬ 
tween countries, but this means exploitation of the econo¬ 
mically backward countries by the developed ones. 

Bourgeois ideologists try to picture the export of capital 
in the age of imperialism as "aid” and a boon towards 
economically backward countries. The theory of decoloni¬ 
sation appeared: imperialism supposedly furthers the indus¬ 
trial development of the former colonies, making them less 
and less dependent on tho metropolitan countries. This theo¬ 
ry attempts to conceal tho imperialist character of the ex¬ 
port of capital which, in fact, ensures that former colonies 
remain agrarian-raw material appendages for the developed 
countries. 

After the Second World War new features emerged in the 
export of capital owing to the establishment and develop¬ 
ment of the world socialist system and the collapse of the 
colonial system of imperialism. 

Under these conditions, the biggest monopolies had to re¬ 
place their strategy and tactics in their struggle for spheres 
of influence and domination of markets. They went over 
from overt military division of the world to methods in¬ 
volving the economic conquest of markets, mainly by step¬ 
ping up the export of capital to the countries providing the 
highest profits for tho imperialist powers. 

Over 25 years (1946-1970), the sum total of overseas 
capital investments by the chief capital-exporting countries 
increased roughly sixfold and reached 285 billion dollars 
in 1970, against 51 billion in 1945. 

In the postwar years changes took place in the character 
and direction of capital exports. In the first half of the 
century, capital was exported mainly to the colonies and 
dependent countries, but nowadays considerable amounts 
flow to the economically developed capitalist countries, 
which now account for 70 per cent of lhe direct overseas 
investments of the imperialist powers. 

The reasons for this are as follows: 

First the economically developed capitalist countries have 
become a more profitable sphere of investment for foreign 
capital because they provide state guarantees ol the unhin¬ 
dered repatriation ol capitals and profits. 
















Second, Hie foreign monopolies overcome the existing 
customs protectionism in the foreign trade relations bv set 

Ung up production branches and subsidiary companies in 
rival countries. * u 

Third, the developed capitalist countries provide active 
markets because of the greater purchasing power, as well 
as reserves of skilled manpower that do not need training 
and for the American monopolies there is also the advan¬ 
tage of paying lower wages in the West European coun¬ 
tries than in the USA. 

Fourth, the growing struggle of the developing countries 
lor economic independence and the increasingly frequent 
nationalisation of the property of foreign monopolies make 
the corporations of tho imperialist powers circumspect 
m exporting productive capital to the countries of Asia, 
A Inca and Latin America. 

the leading position among the capital-exporting coun- 
tnes belongs to the USA. At the end of 1979 the sum to¬ 
tal of all American investments overseas was over 180 bil¬ 
lion dollars, or 62 5 per cent of all the overseas invest- 
ments of the developed capitalist countries, while in 1938 
l runted for only 30 per cent of world capital 
exports. The chief regions in which American capital is 
invested are Western Europe, Japan, and Canada, while 
the mam sphere of investment consists of the most recent 
industries: the petrochemical, motor, electronics, radio en¬ 
gineering, and so on. 

In spite of tho increased risk of nationalisation, the im- 
perialrst powers are interested in using the raw materials 
cl fte dowjapyg countries and, therefore, exporting sub¬ 
stantial sums of capital to them. Tho poorly developed in¬ 
dustry, shortage of indigenous capitals, cheap labour po¬ 
wer and local raw materials make the developing Coun¬ 
tries profitable investment spheres for foreign capital 

times Cha ° f - P ?/ lt a ere , iS T dl higher ( som e‘imes ten 
times so) than in the developed capitalist countries. 

Une major feature of present-day capital exDorts is Hie 

increased scale and share of the export of state capital. 

f!l nr b ° U t rge01S 'f S i at !' also acts as g liarajl tor for the export 
ol pmate capital. Special organisations have been formed 
to ensure export credits. Another specific type of capital 
export is that by international organisations of the capita¬ 
list countries Such as the International Bank for Recon¬ 
struction and Development, the International Monetary 
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( 7 ,md and others. The scientific and technological revolu- 
.... has mado the sale of patents aud licences to other 
rountries, as well as the widespread export of technical 
>' owledgo, a major form of capital export, 'ihe export of 
knowledge takes place in the form of so-called engineer¬ 
ing ie construction and exploitation, as well as m that 
of know-how, i.e, the totality of knowledge, experience, 
and unpatented inventions necessary to organise a partic¬ 
ular type of production. „ , . . . 

Capital is exported by many countries. Each imperialist 
country tries to export capital to the countries providing 
the most profitable investment opportunities. This leads to 
competition and struggle not only between capitalists, but 
also between imperialist countries, and exacerbates the con¬ 
tradictions of the entire capitalist world. 


The economic division of the world 
between capitalist alliances 

The monopolies in the capitalist countries strive prima¬ 
rily for undivided sway over the domestic market, they 
divide it up among themselves and artificially maintain 
high prices, thereby reaping colossal profits. In order to 
do this, the monopolies try to protect the domestic market 
from foreign competition. To this end, the stale sets hig 
customs duties and sometimes actually prohibits the im¬ 
port of certain commodities. Often the customs duly is sev¬ 
eral times higher than the value of the commodity. This 
is how the monopolies’ domination on the domestic mar¬ 
ket is ensured. , _ t , ... 

But the domestic market is limited. It cannot absorb in 
tremendous masses of commodities put out by the huge 
enterprises, so the monopolies strive increasingly to sell 
their products on foreign markets. How can this be done, 
when foreign markets are protected by high customs du- 

t| eg ? 

The export of capital is used in order to overcome these 
duties. Capitalists build factories and plants in other coun¬ 
tries and these swamp the markets with goods. A major 
role in overcoming high customs duties and conquering 
foreign markets is played by dumping, which means that 
exports are sold in other countries at low prices, some¬ 
times at less than the production costs. Once the inonopo- 
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lies have ousted their competitors from the markot by 
means of these low prices, they raise them. 

The struggle for foreign sales markets, sources of raw 
material and investment spheres leads to the economic di¬ 
vision of the world into spheres of influence of individual 
monopolies. The expansion of monopolies beyond national 
boundaries indicates a new and higher stage in the con¬ 
centration of production and capital, a stage that Lenin 
called supermonopoly. 

When a few trusts or syndicates begin to play the deci¬ 
sive role throughout the capitalist world, in a particular 
branch of production the conditions are created for the 
formation of international monopolies. International monop¬ 
olies consist of agreements between the biggest monopo¬ 
lies of different countries on the division of markets and 
sources of raw material, the scale of production, price pol¬ 
icy, and so on. 

The first international monopolies appeared in the 1860s 
to 1880s, by the end of the 19th century they numbered 
about 40, while on the eve of the Second World War (in 
1939) there were already 300. There are now approximate¬ 
ly 200 multinational giants. Bourgeois economists predict 
that, in the 1980s, 200-300 multinationals will control three 
quarters of world capitalist production. 

Lenin shows that, before the First World War, electri¬ 
cal engineering throughout the world was monopolisod by 
the USA and Germany. In Germany there existed AEG, 
which had enterprises and branches in a number of coun¬ 
tries of Europe and America. In the USA, electrical en¬ 
gineering was monopolised by the Goneral Electric Compa¬ 
ny, which had enterprises and divisions throughout Amer¬ 
ica and began to penetrate Europe. In 1907 an agreement 
was concluded between these two monopolies on the divi¬ 
sion of spheres of influence throughout the world. The 
German company received the European and part of the 
Asian market, while the American one received the mar¬ 
kets of the countries on the Amorican continent. 

The world oil market was, until the First World War, 
divided between the American company Standard Oil and 
the Anglo-Dutch oil company Royal Dutch Shell. 

A major specific of the development of supermonopolies 
since the Second World War has been agreements on the 
division of world markets between the imperialist powers. 
Thus emerged the European Coal and Steel Community, 
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orbich embraced the coal and iron and steel industries of 
France, the FRG, Belgium, Holland, Luxembourg, and Ito- 
v followed by the European Economic Community (the 
Common Market), including nine countries (the bKG, 
France Italy, Belgium, Luxembourg, Holland Britain, 
Denmark and Ireland) and the European Free Trade As¬ 
sociation (EFTA), including seven countries (A . US C “’ 
Britain, Denmark, Norway, Portugal, Switzerland and Swe- 

de ° s' a consequence of the uneven development of the cap¬ 
italist countries, the balance of power between the monop¬ 
olies is constantly changing. A prominent place in tnc 
economy of the capitalist world has now been taken over 
by transnational and multinational monopolies. Transna¬ 
tionals are national in terms of their capital, but inteina¬ 
tional in their sphere of production and commercial activ¬ 
ities For example, Ford Motors has branches m thirty 
countries. Other transnationals include British monopolies, 
such as British Petroleum, the West German Hoechst bim- 
mons and others, the Dutch firm Phillips, and so on These 
monopolies expand mainly through overseas production 

Multinationals are international monopolies m bottitnen 
capital and spheres of activity. The setting up and activi¬ 
ties of international monopolies does not mean any let-up 
in the struggle for an economic division of the world or a 
transition to peaceful co-operation between the imperial¬ 
ist countries, but an intensification of this struggle. 

Thus, by exporting capital and forming international 
monopolies, financial tycoons divide up the world econo¬ 
mically between themselves, i.e., into spheres of influence. 
The struggle for the economic division of the world en¬ 
genders a struggle for its territorial division. 

The territorial division of the world 
and the struggle for its redivision 


During the period of the transition to imperialism colo¬ 
nies were seized on a vast scale. From 1876 to 191 1 the 
“great” powers seized about 25 million square kilometres 
of colonial territory, i.e., 1.5 times more than the area of 
the metropolitan countries. The largest amounts of an 
were seized by Britain. In 1876 Britain had 22.5 million 
square kilometres of colonial territory with a population 
of 251.9 million, by 1914 the country’s colonial possessions 
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had increased by 11 million square kilometres and their 
population by 141.6 million people. Germany, the United 
Stales and Japan had no colonies in 1876, and France had 
very few. By 1914 these four powers had seized colonies 
with an area oi 14.1 million square kilometres and a pop¬ 
ulation of about 100 million. 

By the beginning of the century, the territorial division 
of the world was complete, and there was no “free” land 
left. Thus, the only way to acquire territory was to seize 
it Irom its former owner. It now became a question of re¬ 
dividing the world. Wars for a redivision of the already 
divided world characterised the entire period during which 
imperialism held its undivided sway. 

The first war for a redivision of the world was that be¬ 
tween the USA and Spain in 1898, as a result of which 
the American imperialists seized the Philippines, Puerto 
Rico, Guam, Cuba, the Hawaian and Samoan Islands. 

The imperialists unleashed the First and Second World 
Wars in order to redivide the world. 

The imperialist stage of capitalism completed formation 
of the capitalist world economic system which took skapo 
on the basis of the subordination of economically weak 
countries by the imperialist powers. A component part of 
the capitalist world economic system was the colonial sys¬ 
tem of imperialism. 


r J he colonial system of imperialism 

ihe colonial system of imperialism included colonies, 
semicolonies and dependent countries, which were all op¬ 
pressed and exploited by the imperialist powers. The co¬ 
lonial system of imperialism resulted from the economic 
and territorial division of the world between the imperial¬ 
ist powers in the last third of the 19th century and the 
beginning of the 20th. 

The ideologists of capitalism maintain that imperialism 
civilised the colonies and dependencies, raising the cultu¬ 
ral level of their peoples. In fact, this is in no way true. 
The colonies and dependencies characteristically had back¬ 
ward economies, virtually total illiteracy, no medical care, 
and so on. Tlie development of the colonies was one-sided 
and they were transformed into agrarian-raw material ap¬ 
pendages of the imperialist powers. During the age of im¬ 
perialism, the colonies were markets for unsellable output 


■ 




an d were used as sources of raw material and investment 
spheres, especially in the extractive industries. 

The military and strategic significance of colonies and 
dependencies was great. The imperialist powers set up 
strongpoints, naval and airforce bases there (and are still 
doing so). 

The finance capital of the metropolitan states cruelly ex¬ 
ploited the peoples of the colonies and dependencies. In 
these countries, as a rule, there was no labour legislation: 
widespread use was made of child and female labour, the 
working day was often 12 to 14 hours long, and wages 
were at starvation level. The grave position of the working 
people led to hunger, epidemics and the gradual extermi¬ 
nation of the indigenous populations of these countries. 

Imperialist oppression and exploitation inevitably met 
resistance from the peoples of the colonial and dependent 
countries and gave rise to a struggle for national indepen¬ 
dence. The national liberation movement of colonial peo¬ 
ples acquired particularly broad scale after the Second 
World War, when the disintegration and collapse of the 
colonial system of imperialism began. Tho imperialist stales 
began, therefore, to pursue a policy of neocolonialism, 
the chief aim being to expand the sphere of capitalist re¬ 
lations and step up monopolistic exploitation. 

After the Second World War, the territories and coun¬ 
tries that had previously suffered under the yoke of colo¬ 
nial and semi-colonial oppression began, one after anoth¬ 
er. to gain their political independence and to take their 
own independent socio-economic development course. The 
colonial system of imperialism ceased to exist. This led to 
the abolition of the territorial division of the world be¬ 
tween the biggest capitalist powers. 


4. MONOPOLY PROFITS— 
THE MOTIVE FORCE 
OF MONOPOLY CAPITAL 

Monopoly profit 


The basic economic law of capitalism at all its stages 
is the law of surplus valuo, which determines the entire 
development of the capitalist formation. It oxpresses the 
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capitalists’ striving to appropriate the results of the work¬ 
ers’ labour without paying for them and to increase sur¬ 
plus value. But at the different stages of capitalism, the 
basic economic law of capitalism is manifested in different 
forms. 

Prior to imperialism, when free competition predominat¬ 
ed, the pursuit of maximum profits was accompanied by 
a more or less free flow of capital from one branch of pro¬ 
duction into another. There were large numbers of enter¬ 
prises competing with one another. The result was the for¬ 
mation of an average rate of profit. 

Under imperialism, free competition is replaced by mo¬ 
nopoly domination. The rule of monopolies in various in¬ 
dustries creates the economic conditions necessary for the 
monopolies to maximise their profits. Monopoly profit in¬ 
cludes, ovor and above average profit, an extra profit re¬ 
ceived by tho monopolies as a consequence of their domi¬ 
nation in a particular sphere of production or exchange. 

Under imperialism, the commodities produced by the 
monopolies are sold not at the price of production, as was 
previously the case, but at monopoly prices. Tho monopo¬ 
ly price includes production costs and monopoly profit. 

How exactly do the capitalists reap monopoly profit? 


The sources of monopoly profit 

The basis of monopoly profit, as of all capitalist profit, 
is the surplus value squeezed out of the workers by inten¬ 
sified exploitation. As a result of the widespread applica¬ 
tion of various sweating systems for organising produc¬ 
tion, automation and “rationalisation”, intensification of 
labour raises tho rate and mass of surplus value. 

The exploitation of the worker once he has received his 
wages is continued by other members of tho bourgeoisie- 
landlords, merchants, and so on. 

One source of monopoly profit is exploitation of the peas¬ 
antry. The monopolies exploit the bulk of the peasants 
by selling them consumer goods at high prices, while buy¬ 
ing up their produce at extremely low ones. The peasants 
thus fall into debt, the peasant holdings are ruined and 
the land and possessions are bought up for cheap. 

In addition, there is an increase in monopoly profit as 
a result of the redistribution of the part of surplus value 
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natp A { n small and medium-size non-monopolised onter- 
Vises This redistribution takes place tlirough the sphere 
V oi circulation, with these enterprises buying means of pro- 
Hnotion and services at monopoly prices and selling their 
output at reduced ones, and also through the state budg t. 

The monopolies gain tremendous wealth by explmti g 
the peoples of the dependent and economically backwar 
ronntries whero wages do not suffice to purchase oven the 
essentials. The working people are burdened by taxation 
and forced labour is openly practiced m both agriculture 
and industry. The monopolies make money by selling com¬ 
modities to' these countries at monopoly prices and pur¬ 
chasing the raw materials and foodstuffs produced there at 
low ones. As a result of this non-equivalent exchange, the 
economically underdeveloped countries now lose 14-lb bil¬ 
lion dollars a year. * ■ 

Such are the chief means employed by monopoly capi- 
tal to obtain monopoly profit. The operation of the basic 
economic law of capitalism under imperialism creates the 
foundations for the struggle by the broadest popular 
masses—workers, peasants and intellectuals- of the fo m 
colonics and dependencies against monopoly capital and 
against imperialism, thereby hastening its downfall. 

REVISION EXERCISES 

1. Enumerate the chief economic features of imperialism. 

2 What are capitalist monopoly and its forms i 

3’ Give an account of modern monopolistic associations in 

the maior capitalist countries. 

4. What are the forms taken by the competitive strugg 

in the age of imperialism? . . 

5. What is the new role of hanks in the age of imperial- 

ism? 

6 . What are finance capital and financial oligarchy? 

7 What, arc the forms of capital export overseas and 1 

8 Describe tho economic and territorial division of the 
world in the age of imperialism and the struggle for 

its redivision. A 

9 What were the colonial system of imperialism and the 
’ role of the colonics in the ago of imperialism? 

10. What is monopoly profit and where does it come fro • 































Chapter VIII 


THE PLACE OF IMPERIALISM IN 
HISTORY. 

THE GENERAL CRISIS 
OF WORLD CAPITALISM 


1. THE PLACE OF IMPERIALISM 
IN HISTORY 

Imperialism is the highest and last stage of capitalism. 
When defining imperialism’s place in history, Lenin point¬ 
ed out that imperialism is a special stage of capitalism. 
The specific character of imperialism is threefold: imperial¬ 
ism is (1) monopoly capitalism; (2) parasitic or decay¬ 
ing capitalism; (3) moribund capitalism. 


Imperialism as monopoly capitalism 

In its economic essence, imperialism is monopoly capi¬ 
talism. Its chief feature is the domination of monopolies, 
and this determines imperialism’s place in history. 

In “Imperialism and the Split in Socialism”, Lenin re¬ 
vealed the four main features of monopoly capitalism. 

First, monopoly arose when the concentration of produc¬ 
tion reached a very high degree. Monopolistic associations 
play the decisive role in the economic and political affairs 
of the capitalist countries. 

Second, monopoly arose because hanks changed from 
modest intermediaries into omnipotent financial centres. 
In each of the developed capitalist countries, finance cap¬ 
ital establishes a “personal union” of industrial and bank¬ 
ing capital and takes control over sums running into bil¬ 
lions. A small number of billionaires and millionaires have 
absolute control over all the country’s wealth. 

Third, the monopolies have led to the intensified seizure 
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the most important sources of raw materials, sales mar- 
an d investment spheres. Their influence covers entire 
countries and even whole continents, exacerbating the con¬ 
tradictions in the capitalist world to the extreme. 

Fourth, monopoly arose out of the colonial policy pu 
sue d by the imperialist powers. The export of capital and 
commodities is used by imperialism as a moans for enslav¬ 
ing nations both economically and politically. 

All this, taken together, results in the monopohes unit 
ing huge enterprises, the labour of literally hundreds of 
thousands of people, taking over sources of raw maternal 
and sales markets, and having various experts and scien 
lists on their payrolls. The monopolies take the socialisa¬ 
tion of production to the extreme possible under capital¬ 
ism, but this tremendous progress in the socialisation of 
production is based on private ownership of the means of 
production and serves the interests of the monopo y bour¬ 
geoisie and financial oligarchy. I he broad population not 
only receives no benefit from the rapid development ot the 
productive forces, but is increasingly exploited. 

Consequently, the domination of monopolies greatly ex 
acerbates the chief contradiction of capitaUsm--*to< Jc- 
tween the social character of production and the private 
capitalist form of appropriation of the results of produc¬ 
tion. At its imperialist stage, capitalism became a reaction- 
ary force holding hack the development of human soci- 

et Lenin showed that monopoly leads to the most compre¬ 
hensive socialisation of production. The high degree of so¬ 
cialisation and development ol production . testifies that 
there arc all the material premises for a socialist transt 

mation of society. . .. 

Under imperialism, the productive forces of society^achjev- 
ed a level that intensified enormously the contradiction 
with the private capitalist form of the appropriation of the 
results oMahour. As a consequence, the productive forces 
develop slowly or are even thrown into reverse during pe¬ 
riods of economic crises. /innrps _ 

At the same time, the monopolies step up then oppres 
sion of the working people. The working class begins to 
wage a struggle, gains courage and experience in this strug¬ 
gle. and thus becomes capable of taking power into its own 

^Lenin pointed out that, under imperialism, features of 
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the transition period from capitalism to a higher socio¬ 
economic formation were taking shape and revealing them¬ 
selves all the time. Imperialism’s place in history is deter¬ 
mined by the fact that it is the highest and last stage of 
imperialism. 

Imperialism as parasitic 
or decaying capitalism 

Imperialism is not only monopoly capitalism, but also 
varasitic or decaying capitalism,. “Monopolies, oligarchy, 
the^ striving for domination and not for freedom, the ex¬ 
ploitation of an increasing number of small or weak na¬ 
tions by a handful of the richest or most powerful na¬ 
tions all these have given birth to those distinctive char¬ 
acteristics of imperialism which compel us to define it as 
parasitic or decaying capitalism,” 1 The parasitic character 
of imperialism is manifested in the fact that tho vast maj¬ 
ority of capitalists are in no way connected with the pro¬ 
duction process. They have become shareholders, the own¬ 
ers of state bonds and other securities that bring in an 
income. Meanwhile, the actual running of enterprises is 
carried out by hired managers. 

The decay of capitalism is seen iD the inability of cap¬ 
ital to make use of the available productive forces, to 
provide work for the unemployed and fully load produc¬ 
tive capacity. The richest of the developed capitalist coun¬ 
tries the United States of America—has developed chron¬ 
ic unemployment and enterprises work constantly at less 
than capacity. 

The parasitic character of imperialism is also expressed 
in growing militarism and the unleashing of wars. Increas¬ 
ingly vast sums go not for the production of material 
wealth, but for the destruction of productive forces, espe¬ 
cially society’s chief productive force—man. Thus, during 
the First. World War 10 million people were killed and 
20 million wounded. Millions of people died from epidem¬ 
ics and hunger. During the Second World War almost 50 
million people died. Such is the price humanity has paid 
for the imperialists’ attempts to resolve their contradic¬ 
tions by means of war. 

u, ° Highest SfaRe 01 Co “" 
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The parasitic character of monopoly capitalism is mam- 
,vsted in the export of capital. The enormous profits reap¬ 
ed from exporting capital mean that the monopolies lose 
interest in developing production in their own countries. 

At the same time, the capital exported to economically less 
developed countries determines these countries distorted 
one-sided development, dooming them to long years of 
economic and cultural backwardness. The huge profits ac¬ 
cruing from capital exports allow the monopoly bourgeoisie 
to allocate certain sums for bribing the upper echelons 
of the working class. This is why Lenm called tho oxpoit 

of capital parasitism squared. 

The decay of capitalism at the preseut stage is also co 
nected with two inherent trends relating to scientific and 
technological progress: one towards a slow-down m this 
progress and the other towards its development 

Monopoly, in as far as it ensures high profits by inflat¬ 
ing prices, reduces the stimuli to improve production tech¬ 
nology i.e., it creates a tendency towards stagnation. Le¬ 
nin wrote on this: “Since monopoly prices are established, 
even temporarily, the motive cause of technical and, con¬ 
sequently, of all other progress disappears to a certain ex¬ 
tent and, further, the economic possibility arises ot deiibe 
rately retarding technical progress. 1 

It becomes an increasingly frequent occurrence for mo- 
nopolfstic organisations to buy up inventions not In order 
to apply them, but in order to prevent their competitors 
from doing so. Tho capitalist relations of production are 
too confining for the results of the scientific, and techno¬ 
logical revolution to be used in full for peaceful purposes 

in the sphere of nuclear power, space research, the dev . 
opment of chemistry, automation of production and other 
maior achievements. Imperialism makes use of techmca 
progress primarily for military purposes, m order to create 
means of mass destruction Thn development of new tech¬ 
nology assumes a distorted, militaristic character. It turns 
the achievements of the human mind against mankind it- 

Se The pursuit for monopoly profit does, however induce 
capitalists to introduce new, more productive technology, 
which leads to a certain increase in production. 1 he in- 
troduction of new technology under tho conditions of state 


1 Ibid., p. 276. 
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monopoly capitalism is accompanied, however, by a rise i n 
unemployment and a drop in the working people’s standard 
of living. 

The decay of capitalism is also manifested in the wav 
the imperialist, bourgeoisie uses its profits to buy off, on 
a regular basis, the upper ochelons of skilled workers—the 
so-called labour aristocracy. With the support of the bour¬ 
geoisie, the labour aristocracy seizes the command posts 
in the trades unions and other working-class organisations 
Alongside petty-bourgeois elements, it constitutes a seri¬ 
ous danger to the labour movement. 

Through the labour aristocracy, the bourgeoisie poisons 
the consciousness of the workers by propounding the re¬ 
formist way of “improving” capitalism and establishing 
class truce ’. Imperialism “has recourse to demagogy, 
bourgeois reformism and opportunist ideology and policy, 
and is constantly in quest oF new methods to undermine 
the working-class movemont from within and ‘integrate’ 
it into the capitalist system”. 1 By splitting the ranks of 
the working class, the labour aristocracy prevents it from 
uniting its forces in the struggle against imperialism. 

Imperialism is characterised by a turn from bourgeois 
democracy to political reaction in both foreign and home 
policy. 

Anti-communist and anti-labour laws, the banning of 
Communist parties, mass dismissals of communists and 
other advanced workers, the drawing up of black lists in 
enterprises, checks on the loyalty of employees, police re¬ 
pression against the democratic press, the use of troops 
m d° wn strikes, all these have become common 

methods employed by the imperialist bourgeoisie for main¬ 
taining its domination. 

Parasitism and the decay of monopoly capitalism testify 
that, capitalism has outlived itself historically and that it 
is due to be replaced by another, progressive system—so¬ 
cialism. 

Imperialism as moribund capitalism 

Lenin described imperialism as moribund capitalism. 
this moans that imperialism is transitional in character. 


» ' international Meeting of Communist and Workers' Parties 
Moscow 1969, Peace and Socialism Publishers, Prague, 1969, p. 12. 
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It greatly exacerbates all the contradictions of capitalism, 
the result being proletarian revolution. 

The chief contradiction is that between labour and cap¬ 
ital. In the period of monopoly capitalism, the working 
masses are exploited mercilessly in a way unprecedented 
under premonopoly capitalism. 

The old methods of exploitation are supplemented by 
new ones. The monopoly position of the big capitalists 
allows them constantly to step up the degree of exploita¬ 
tion of the working class, especially following a rise in the 
intensity of labour and application of new wage systems, 
to rob the working people as consumers by charging mo¬ 
nopoly prices for consumer goods, through taxation, fines, 
and so on. The sharp step-up in exploitation, the rise in 
unemployment, deterioration in the material condition and 
intensification of political oppression of the working class 
under imperialism lead to a further intensification of the 
class struggle between the proletariat and the bourgeoisie. 
As a result, the old methods employed by the working 
class in their struggle prove inadequate. Alongside the eco¬ 
nomic struggle, the proletariat sets out increasingly reso¬ 
lutely towards a revolutionary political struggle. 

Not only the contradiction between the bourgeoisie and 
the proletariat increases in intensity, but also that between 
the financial oligarchy and all other strata of the popula¬ 
tion. The increase in exploitation and economic oppres¬ 
sion on the part of the monopoly bourgeoisie is experienc¬ 
ed not only by the proletariat and peasantry, but also 
craftsmen, the petty and middle bourgeoisie, office work¬ 
ers aud intellectuals. This creates the conditions for all 
the democratic forces to be united into a single anti-monop¬ 
oly movement under the leadership of the working class. 

Imperialism thus brings the working class right to the 
stage of socialist revolution. 

At the stage of imperialism there is an intensification of 
the contradiction between the imperialist powers in their 
struggle for spheres of influence. Each group of capital¬ 
ists strives to seize and hold markets, sources of raw ma¬ 
terial and investment spheres. In their struggle for spheres 
of influence, the capitalists enjoy the all-out support 
of the state, so the fierce struggle between the imperialist 
countries for spheres of influence gives rise to military 
conflicts that weaken imperialism and shake its founda¬ 
tions. 





















During the period of imperialism there is a sharp inten¬ 
sification of the contradiction between the colonial and de¬ 
pendent countries, on the one hand, and the imperialist 
powers, on the other. The imperialist powers rob and mer¬ 
cilessly exploit the peoples of the developing countries. 
The intensification of imperialist oppression, as well as the 
development of capitalism in a number of former colonies 
and dependencies, leads to an upsurge in the struggle wag¬ 
ed by the peoples of these countries for their economic 
liberation. 

The emergence and consolidation of socialism heralded 
an age in which the oppressed peoples were to be liberat¬ 
ed. The national liberation revolutions struck crippling 
blows to the colonisers. Over the last thirty years, over 80 
new independent states, with a population making up a 
third of mankind, have been sot up on the ruins of the 
colonial empires. The development of the contradictions 
botween the imperialist powers and peoples of the colonial 
countries led to the collapse of the colonial system of im¬ 
perialism. 

Such are the chief contradictions that make imperialism 
moribund capitalism. Yet to describe imperialism as mori¬ 
bund capitalism does riot mean that capitalism will auto¬ 
matically die out on its own. Imperialism is moribund cap¬ 
italism because, by taking all the contradictions of capi¬ 
talism to the extreme, it put the socialist revolution on the 
agenda and made it virtually inevitable. 

The triumph of the socialist revolution, first in Russia, 
then later in a number of European and Asian countries 
and in Cuba, is brilliant confirmation of Lenin’s descrip¬ 
tion of imperialism as moribund capitalism. 


2. THE DEVELOPMENT 
OF STATE MONOPOLY CAPITALISM 

The emergence and essence 
of state monopoly capitalism 

State monopoly capitalism is characterised by a high de¬ 
gree of socialisation of production, an intertwining of pri¬ 
vate and state monopolies, and subordination of the state 
machine to the financial oligarchy, the purpose of this sub¬ 
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order to enrich the monopolies even further. 

State monopoly capitalism unites the strength of the 
monopolies with that of the state into a single mechanism 
for enriching the monopolies, suppressing the labour move¬ 
ment and the national liberation struggle, saving the cap¬ 
italist system and unleashing aggressive wars. 

The objective basis on which monopoly capitalism grows 
into state monopoly capitalism is the achievement of a lev¬ 
el of development of the productive forces providing for 
extended reproduction, the development of the modern 
scientific and technological revolution and the construction 
of very large industrial complexes to be all in sharp anta¬ 
gonistic contradiction with the private capitalist ownership 
of the means of production. In order to save the capital¬ 
ist system and, at the same time, provide a handful of mo¬ 
nopolists with an opportunity to appropriate the fruits of 
social progress and make huge monopoly profits, tho bour¬ 
geois state actively intervenes in the economy. Program¬ 
ming of production development, government financing of 
scientific research and technical progress, military orders, 
regulation of market processes and construction of slate 
enterprises become increasingly widespread. All these meas¬ 
ures taken by bourgeois states serve the interests of the 
entiro capitalist class, but above ail its monopoly upper 
crust. Given favourable conditions, they may alleviate the 
fundamental contradictions of imperialism somewhat, but 
cannot eliminate them. 

The high degree of socialisation and monopolisation of 
the economy since the Second World War has created pro¬ 
pitious conditions for state intervention in the capitalist 
economy. The monopolies are becoming increasingly inter¬ 
twined with the state machine. Extensive action by the 
state on the reproduction process is in the interests of the 
monopolies. 

Having enormous economic resources at its disposal, the 
state provides the monopolies with invaluable services, plac¬ 
ing profitable orders with them, selling them raw mate¬ 
rials and electricity at low prices and creating favourable 
conditions for exploitation of the working people. The 
bourgeois state steps up militarisation of the economy 
and unleashes aggressive wars, thereby ensuring the 
monopolies profitable military orders and enormous 
profits. 
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No small role in the transformation of monopoly capi¬ 
talism into state monopoly capitalism is played by the in¬ 
tensification of interimperialist contradictions, contradic¬ 
tions between the imperialist and developing countries, be¬ 
tween the rapidly growing world socialist system and mod¬ 
ern capitalism. Under these conditions, it is essential for 
the bourgeois state and its resources to be used to resolve 
those contradictions in the interests of the national monop¬ 
olies. The intensification of internal imperialist contra¬ 
dictions is accompanied by increased intervention by the 
bourgeois state in the class struggle, on the side of monop¬ 
oly capital and against the working class. 


Forms of state monopoly capitalism 


State monopoly capitalism takes a variety of forms, the 
main ones being seen in state monopoly property and 
state consumption, state monopoly regulation and program¬ 
ming of the economy, state redistribution of the national in¬ 
come, militarisation of the economy. Let us look closer at 
some of these forms. 

The state monopoly form of property is one of the main 
directions in which state monopoly capitalism is develop¬ 
ing at the current stage. It reveals itself mainly os state 
ownership of industrial, transport, banking and othor en¬ 
terprises and emerges through the construction of new en¬ 
terprises at state expense, primarily for military purposes, 
purchases of monopoly shares by the state and the crea¬ 
tion of joint enterprises. There is also state property in in¬ 
dustries connected with the scientific and technological rev¬ 
olution, which require big investments (the nuclear and 
chemical industries, radioelectronics, and others) but do 
not give a big immediate return. 

A major role in the emergence of state property is play¬ 
ed by bourgeois nationalisation, i.e., the transfer of the 
property of monopolies to the state for compensation. The 
bourgeois state becomes the collective owner of the nation¬ 
alised property. As a representative of the entire capital¬ 
ist class, and especially all monopoly capital in the coun¬ 
try, it continues to exploit the workers in nationalised en¬ 
terprises. The management and running of nationalised 
property is taken over by state organs headed by represen¬ 
tatives of monopoly capital and the financial oligarchy. 
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The monopoly bourgeoisie is forced to comply with the 
nationalisation of enterprises and individual industries in 
order to save the capitalist system as a whole. The nation¬ 
alisation of some sectors of the economy may be used by 
the working class to unify the anti-monopolistic forces and 
unleash a struggle by the broad working population against 
the monopolies, and for the implementation of overall 
democratic transformations. 

State monopoly capitalism presupposes state consump¬ 
tion, which superficially takes the form of purchases of 
goods and services by the state. State purchases constitute 
a stable market, providing the monopolies with big profits, 
since the state purchases the monopolies’ goods at high 
prices. The vast majority of state purchases are for non¬ 
productive consumption connected mainly with militarisa¬ 
tion of the economy, or constitute purchases of surplus 
goods, the purpose being to encourage the development of 
particular sectors of the capitalist economy. This happens 
especially when the monopolies are having difficulty sell¬ 
ing their products and are threatened with a need to cut 
back production. In the USA, For instance, the govern¬ 
ment guarantees that all agricultural output will be pur¬ 
chased. 

Having its own enterprises, the state is also a major sell¬ 
er of goods and services. In a number of countries it sup¬ 
plies private entrepreneurs with coal and electricity, car¬ 
ries out rail freight transfers, sells accumulated stocks of 
foodstuffs, minerals, and so on. The goods are sold to the 
monopolies at reduced prices and the services are provid¬ 
ed at considerably lower rates than those paid by the broad 
population. 

Thus, the modern capitalist state acts as an entrepren¬ 
eur in the interests of monopoly capital. 

The existence of state property does not imply the ap¬ 
pearance of elements of socialism, as is asserted by refor¬ 
mists and revisionists, but its emergence has engendered 
a certain modification of capitalist relations of production. 
Essentially, the difference is that the worker is now 
opposed not by an individual capitalist or corporation, 
but by monopoly capital as a whole, organised in the 
state. 

The most important form of state monopoly capitalism is 
expressed in state regulation of the economy, which is close¬ 
ly connected with the development of state property and 
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of the military industrial complex, with budget, credit and 
tax policy. Using this policy, the state subsidises individual 
monopolies and industries, influences the interest rate, pur¬ 
sues a policy of accelerated depreciation, reduction of prof¬ 
its tax, and so on. 

To counter the instability of the capitalist economy, the 
state applies anti-cyclical regulation, the essence of this 
being to dampen investment during booms, in an attempt 
to avert the impending overproduction, and to encourage 
investment during crises and depressions, in order to res¬ 
trict the fall in production and speed up the end of the 
crisis. 

A major role is played in regulation of the capitalist 
economy by the state budget, which swallows up an ever 
increasing part of the national income. The state budget 
is used to redistribute the national income in favour of the 
monopolies. 

State regulation is also applied to the relations between 
labour and capital. The bourgeois state makes broad use, 
particularly in the context of gallopping inflation, of meas¬ 
ures to freeze wages and put down the workers’ strike 
movement which is geared to raising wages and improv¬ 
ing working conditions. The measures used in regulating 
labour relations are directed against the workers and car¬ 
ried out in the interests of the monopolies. 

Alongside state monopoly regulation, programming of 
the capitalist economy has been developed on a consider¬ 
able scale. This is a form of state intervention in the pro¬ 
cess of capitalist production. It involves state organs com¬ 
piling long-term programmes for economic development: 
investment, exports, imports, scientific research, regulation 
of the proportions between industries, training of skilled 
personnel, etc. All these programmes are geared to ensur¬ 
ing the most favourable conditions for the monopolies’ ac¬ 
tivities. The programmes compiled by bourgeois state or¬ 
gans can bo no more than recommendations to the private 
monopolies. Bourgeois states have to resort to economic 
programming as a result of the high degree of socialisa¬ 
tion of production and the intensification of the contradic¬ 
tions in capitalist reproduction. 

Capitalist programming must not be identified with the 
national economic planning practiced in the socialist coun¬ 
tries. State monopoly capitalism does not abolish private 
ownership of the means of production and cannot ensure 
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lhe planned, balanced development of the national 

^One^f the characteristic features of state monopoly cap¬ 
italism is militarisation of the economy and an arms race. 
Militarisation of the economy has made the bourgeois state 
a major consumer of goods and services. Huge government 
orders for armamonts, expenditures on maintaining armed 
forces, and the creation of strategic stocks have resulted in 
direct’ military outlays constituting over 50 per cent on the 
expenditure side of the state budget. As a result of the mil¬ 
itarisation of the economy a military industrial complex 
has taken shape in the major capitalist countries and has 
become an integral part of state monopoly capitalism. 

The military industrial complex is a union of military 
industrial monopolies, reactionary circles in the armed for¬ 
ces and the state bureaucracy, who come out for a continu¬ 
ous step-up in military might for the purpose of strength¬ 
ening and expanding the class domination of the monop¬ 
oly bourgeoisie, and also for personal gain. 

The material basis of this union is the arms race and 
the development of the military economy. Since the Second 
World War, it has been the military industrial complex of 
the USA that has developed most, but such complexes also 
oxist in other imperialist countries. 

The military industrial complex exerts a considerable 
negative influence on politics, the economy and other 
spheres of the life of society, and fulfils most of thebillion- 
dollar military orders placed by bourgeois states for tho 
manufacture of armaments. Military production ensures 
the military industrial corporations huge profits, the profit 
rate being substantially higher than in the civil sector o. 

the economy. , . 

To get a greater share of military orders and enormous 
profits, the biggest producers of armaments establish close 
links with the legislative and executive organs of state po¬ 
wer get their own representatives appointed to high posts 
in military departments, making use of personal unions 
and other levers for this purpose. 

The military industrial complex strives to increase de¬ 
liveries of weapons to other countries, opposes detente in 
every possible way, deliberately stirs up international ten¬ 
sion and escalates the arms race. 
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The international forms 
of state monopoly capitalism 

One of the chief specifics of the postwar development of 
the capitalist countries has been the appearance of inter¬ 
national forms of state monopoly capitalism. 

The most important objective reasons for their appear¬ 
ance are the further intensification of the socialisation 
of production, the scientific and technological revolution, 
and exacerbation of interimperialist contradictions. 

Major factors furthering the development of the interna¬ 
tional forms of state monopoly capitalism are connected 
with strengthening the forces of socialism and the upsurge 
of the national liberation movement and collapse of colo¬ 
nialism, which have engendered a tendency towards a uni¬ 
fication of the capitalist countries for their joint struggle 
against world socialism and pursuing a neocolonialist pol¬ 
icy. 

The goal of the international forms of state monopoly 
capitalism is regulation of international economic relations, 
so, from the point of view of embracing various sphores of 
the economy, two forms of regulation may be identified. 

The first is regulation of individual types of interna¬ 
tional economic relations, such as international trade and 
transport, international credit and currency relations. 

In 1947, for instance, a General Agreement on Tariffs 
and Trade (GATT) was concluded. The GATT trading pol¬ 
icy is determined by the imperialist powers, and its ac¬ 
tivities scarcely reflect the interests of the developing coun¬ 
tries, their right to defend their economies and to stabilise 
prices for raw materials and foodstuffs. 

In 1947 the International Monetary Fund and the In¬ 
ternational Bank for Reconstruction and Development were 
set up and began operating. Although they were created 
as specialised UN institutions, they virtually function un¬ 
der the control of the US financial oligarchy. 

The second form is imperialist integration, which em¬ 
braces the entire complex of relations between countries. 
Examples of this form are the European Economic Com¬ 
munity and the European Free Trade Association. 

Since its inception, the Common Market has had a free 
flow of commodities, no customs duties being charged on 
them, as well as a free movement of capitals and labour 
power. For trade with other countries, the members of the 
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rmnmon Market have set unified customs tariffs making 
C t difficult for commodities from the USA and other coun- 
tll io penetrate their markets. This testifies to the fierce 
competition between the economic unions of capitalist 

C °International state monopoly associations do further the 
development of the productive forces to some extent but, 
t the same time, they exacerbate imperialist contradic¬ 
tions, become an instrument in the competitive stiugg 
and a new form of division of capitalist markets. 

State monopoly capitalism 

and the intensification 

of the contradictions of capitalism 

State monopoly capitalism entails increased exploitation 
of the working class. Relying on the state machine, 
the monopolies step up the exploitation of the worki g 
class in capitalist enterprises and rob th.even moro by 
means of high taxes and prices. All this oxadbaLe 
the contradictions and struggle between labour am 

no r^i to I 

The development of state monopoly capitalism is accom¬ 
panied by the appearance of a new contradiction—that e- 
tween the social character of modern production and the 

state monopoly nature of its regulation. 

In addition, being the highest stage in the socialration 
of production under capitalism, state monopoly capitalism 
constitutes the fullest material preparation for socialism, 
the threshold of socialism. For the transition to socialism 
however, the power must be transferred into the bands ot 

th State^ monopoly capitalism develops unevoniy durmg 
different periods in individual countries and branches of 
social production. Thus, world wars and economic enses 
militarism and political upheavals have speeded up the 
growth of monopoly capitalism into state monopoly capi- 

Richt-wing socialists and revisionists assert that state 
monopoly capitalism changes the nature of ira P er ^ 1 ^ n 
Thev claim that the state has become the decisive force in 
the economies of the capitalist countries, that it is able to 
ensure planned management of the economy in the mtci- 
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ests of all society, ana so on. There is, however, no truth 
in these assertions. 

State monopoly capitalism does not change the nature 
of imperialism. It actually widens the rift between labour 
and capital, between the majority of the nation and the 
monopolies rather than changing the position of the main 
classes in the system of social production. State attempts 
to regulate the capitalist economy cannot abolish compe¬ 
tition and anarchy of production, cannot ensure planned, 
balanced development of the whole economy, for the basis 
of production remains capitalist property and exploitation 
of wage labour. 

Bourgeois theories of “crisis-free” and “planned” capi¬ 
talism are refuted by the entire course of development of 
the modern capitalist economy. The dialectics of the devel¬ 
opment of state monopoly capitalism is such that, instead 
of consolidating the capitalist system, on which the bour¬ 
geoisie is counting, it actually further exacerbates the con¬ 
tradictions of capitalism and shakes its very foundations. 

In a number of developing countries that have set out 
towards economic independence the state has also intro¬ 
duced a series of measures in the economy, builds large 
enterprises and focuses particularly on expanding heavy 
industry. But here it is state capitalism, not state monop¬ 
oly capitalism that is developing. 

In the developing countries, state capitalism is the main 
means by which tho state actively intervenes in the econo¬ 
my; it is an instrument for changing the economy as struc¬ 
tured during the period of colonial dependence. If the state 
is headed by progressive, democratic olements, state capi¬ 
talism servos as an instrument in tho struggle against for¬ 
eign capital, as a means for uudermining the economic 
foundations of its domination; it helps to consolidate and 
develop the national economy, and this creates the econom¬ 
ic preconditions for a non-capitalist course of development. 

The law of uneven economic 
and political development 

The uneven development of individual enterprises, in¬ 
dustries and countries is typical of the entire capitalist ora. 

I neven development is a result of competition and the 
anarchy of capitalist production, but in the premonopoly 


priod capitalism was able to develop relatively smoothly 
f nuntries overtook others only over a protracted period of 
fime The nature of capitalism’s unevon development chang¬ 
es with the transition to imperialism, a period during 
which individual countries develop in jerks. The scientific 
and technological revolution creates new opportunities for 
those countries that make intensive use of the results o the 
rapid development of science and technology to overtake 
" 'vals 

The changed balance of economic and military potentials 
of the imperialist powers leads to clashes between them. A 
struggle breaks out for a redivision of the already divided 
world As a result of the changes in the balance of power, 
the capitalist world is split into hostile groups 1 he in¬ 
tensification of the contradictions in the imperialist camp 
leads to their mutual weakening. On this basis the impe¬ 
rialist front may be undermined at the point whero tho 
chain of imperialism is weakest, in the country where the 
conditions are most propitious for a victory of the proleta- 

rifl The unevenness of the economic development of the 
capitalist countries in the period of imperialism results m 
them developing unevenly in political terms, too. The level 
of development of class contradictions differs from country 
to country, as does that of the political and evolutionary 
resolution of the proletariat and its ability to draw the 
bulk of the peasantry after it. This means uneven matur¬ 
ing of the political premises for the proletarian revolution 

in different countries. . , 

Proceeding from the law of uneven economic and polit¬ 
ical development of the capitalist countries under impe¬ 
rialism, Lenin drew the universal, historic conclusion that 
socialism could triumph initially in a few, or even^one^cap¬ 
italist country alone, and that it could not do so m all 
countries at once. Moreover, it was not necessarily t 
most developed capitalist country that would see the first 
victory of socialism. The triumph of the socialist revolu¬ 
tion in one country is the start of the world socialist revo 

1U The incalculable significance of Lenin’s conclusion lies 
in the fact that it opened up revolutionary prospects for 
the proletarians of individual countries, gave them the ini¬ 
tiative, and confirmed their belief that the socialist system 
would inevitably triumph. The fact that socialism triumphs 

199 























in different countries at different times means that th* 
is an objective need for a socialist worM economyttt 
shape and a possibility of protracted peaceful coexistent 
between^ the socialist and capitalist systems. DCe 

edhvrtA the + ° ry ° f f S ? cia * ist evolution was fully confirm 
in IS p? ° f the Great October Socialist Revolution 
undo r ’• T hich was erganised by the Communist Partv 
under Lenin’s personal guidance. y 

Since the Second World War, further clear confirmation 

i^r S ^ e0ry ,1 sociaIist revolution has been provided 
by the withdrawal from the imperialist system of a num¬ 
ber of European and Asian countries and Cuba that aro 
now successfully building socialism. 

3. THE GENERAL CRISIS 
OF WORLD CAPITALISM 

The essence and stages 

in the general crisis of capitalism 

cani°riism PO t?’<,J h0 r e main COntent is ae transition from 
.if allsm to socialism, is an epoch of struggle between 

the two opposing social systems, an epoch of Socialist and 

rial sm and e T OIl V, r f 1 T 0lUUO t nS, l . ° f the brea Mowrt of impo- 
rialism and tins abolition of the colonial system, an epoch 

arid r° re pe ° ples t0 the socialist 

world-wide scale.” ‘^This^ prorision°fornfulatedTin^he 1 CPSU 

te e expresses the ™ 

./£ b r "‘k *s.rr sn&srszsx 

Russia Capitalism ceased to be the only system nnd nm 
pieTbyaTtate 6 Zed ° f the WOrld was now °ccu- 

nin developed te^t 

at th - stage of ‘mperialism, socialism would triumph 
Moscow, 1961, j^ mmunism > Foreign Languages Publishing House, 
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in different countries over an extended period, rather than 
all at once, through the revolutionary withdrawal of one 
country after another from the world capitalist system. 

In one of the previous chapters we discussed economic 
crises. Under capitalism an economic crisis is a crisis of 
overproduction of commodities. It develops only in the 
economic sphere, though it does, of course, exert a certain 
influence on the political life of society. The general crisis 
of capitalism, however, embraces all spheres of the life 
of the capitalist countries—the economy, politics, culture 
and ideology—and is a comprehensive crisis of the world 
capitalist system as a w r hole, characterised by the struggle 
between moribund capitalism and nascent socialism. The 
transition from capitalism to socialism is the main content 
of the general crisis of capitalism. 

The general crisis of capitalism has passed through two 
stages in its development and is now in its third. The first 
stage began during the First World War and developed 
particularly as a result of the October Revolution. The 
second stage of the general crisis of capitalism began dur¬ 
ing the Second World War and the socialist revolutions 
that followed in a number of European and Asian coun¬ 
tries. In the late 1950s, world capitalism entered a new 
stage. The most outstanding feature of the third stage of 
the general crisis of capitalism is that it developed not as 
a result of a world war, but under conditions of compe¬ 
tition and struggle between the two systems in peace-time 
and a change in the balance of power in favour of social¬ 
ism. 

The triumph of the socialist revolution in Cuba, and the 
socio-economic transformations in a number of developing 
countries that have taken a non-capitalist development 
course have shown the possibility of more and more links 
of the world capitalist system withdrawing from it in 
peace-time. 

The distinguishing featuros of the general crisis of cap¬ 
italism are: the withdrawal of one country after another 
from capitalism; a weakening of the positions of imperial¬ 
ism in its economic competition with socialism; a crisis 
and disintegration of the colonial system of imperialism; 
an exacerbation of imperialist contradictions, along with 
the development of state monopoly capitalism and a grow¬ 
ing militarisation of the economy; the rising internal in¬ 
stability and stagnation of the capitalist economy, mani- 






















tested in capitalism’s growing inability to make full use 
of its productive forces (lower production growth rates, 
periodic crises, constant underloading of productive capa¬ 
city, chronic unemployment); an upsurge in the struggle 
between labour and capital; a sharp aggravation of the con¬ 
tradictions of the world capitalist economy; an unprece¬ 
dented increase in politically reactionary attitudes in ail 
spheres; a rejection of bourgoois liberties and establish¬ 
ment of fascist regimes in a number of countries; a deep 
crisis of the politics and ideology of the bourgeoisie. 

Let us now consider those features during the period 
of the general crisis of capitalism. 


The split of the world into two systems 

The 1914-1918 world war resulted from an intensifica¬ 
tion of the contradictions between the imperialist powers, 
which arose in the course of their struggle to redivide the 
world. The war undermined imperialism and created fa¬ 
vourable conditions for its front to be breached. This hap¬ 
pened in Russia, which proved to be the weakest link in 
tho chain of world imperialism, the focal point of all its 
contradictions. As a result of the victory of the proletarian 
revolution in Russia, tho capitalist system lost the coun¬ 
try and it then began to build socialism, which soon show¬ 
ed its tremendous advantages over capitalism. By 1937 the 
Soviet Union was first in Europe and second in tho world 
in terms of the volume of industrial production. 

The Second World War, prepared by the forces of inter¬ 
national reaction, was unleashed by a bloc of fascist states 
—Nazi Germany, Japan and Italy. The end of the war saw 
the utter defeat of the fascist aggressors, and the Soviet 
Union had played a decisive role in this defeat. The result 
was an unprecedented upsurge of the revolutionary and na¬ 
tional liberation movement throughout the world. A num¬ 
ber of European and Asian countries withdrew from the 
capitalist system, and this led to a further change in the 
balance of power between socialism and capitalism in tho 
former’s favour. 

Thus, as a consequence of the Second World War there 
was a further deepening of the general crisis of capitalism. 
It entered its second stage, whon socialism spread beyond 
the bounds of a single country and became a world system. 
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The world socialist system soon demonstrated its supe- 
• riiv over capitalism. The economies of the socialist coun¬ 
ts develop incomparably faster than those of the capita- 
Ust' ones. In 1950 the socialist countries produced roughly 
20 per cent of world industrial output, while by I960 1 they 
had increased the volume of their industrial output 6.8-fold 
over the 1937 figures, the capitalist countries having man- 
affpd onlv a 2.5-fold increase. 

g The general crisis of capitalism entered its third stage, 
its main distinguishing feature being that the world socia 
"tom is becoming a decisive factor in the develop¬ 
ment of all human society. “The main direction of ma 
kind’s development is determined by the world socialist sys¬ 
tem the international working class, all revolutio y 
forces’’ 1 Consequently, the new stage in the general cnsi. 
of capitalism is characterised primarily by competition b - 
tween the two world systems. The positions of socialism are 
constantly growing in strength, while those of capita ism 
are weakening. Fo? instate, in 1980 the aocrahst conn n s 
were producing 14 times more industrial output, than in 
1950, while the developed capitalist countries were produc¬ 
ing roughly 3.8 times as much. 

The crisis and collapse 

of the colonial system of imperialism 

Under the impact of the October Revolution there was 
a tremendous upsurge in the struggle of f e Pe°ples of 
the colonies for national liberation and the cr s s of the 
colonial system of imperialism set in. T1 l e ^ ri f''? L ca _ 
colonial system of imperialism means a sharp intensifica 
tion of the contradictions between the imperialist P 
eis and the colonies and dependencies. The rise in the 
national liberation struggle results in tho colonies and do 
pendencies freeing themselves from imperialist oppression. 
National liberation forces emerged and began to develop 
in these countries. The proletariat, the most 
class in modern society, began to grow in numbers. 11 
proletariat brought the peasantry, constituting the majonty 
of the population in the colonies, with it into the slrugg 

■ International Meeting of Communist and Workers’ Parties, 
Moscow, 1969, p, 13. 























against imperialism. A local bourgeoisie also began to grow 
there, and the interests of this new class conflict with the 
domination of the foreign monopolies. 

During the First World War, the imperialist metropoli¬ 
tan countries were unable to supply their colonies with 
manufactured goods, since their industries were geared to 
fulfilling military orders. As a result, the colonies 
began rapidly to develop their own industries, es¬ 
pecially the textile industry. Enterprises were ex¬ 
panded and new ones built. On the basis of the economic 
development of the colonies and under the impact of the 
October Revolution, the national liberation movement assum¬ 
ed a scale and forms unseen before the war. Describing 
this movement, Lenin wrote that “the East has been defi¬ 
nitely drawn into the revolutionary movement, has been 
definitely drawn into the general maelstrom of the world 
revolutionary movement.” 1 

After the First World War there was virtually no colony 
or dependency that did not see more or less serious upris¬ 
ings against imperialism. The national liberation move¬ 
ment assumed a particularly broad scale in the countries 
of Asia. In 1924 the People’s Republic of Mongolia was 
established and began to develop along a socialist path. 
Turkey and Afghanistan gained political independence. 
There was a mighty national liberation movement in Chi¬ 
na, India, Indonesia and other countries. The national lib¬ 
eration movement waged by the oppressed peoples against 
imperialism was headed by the working class, uniting 
around itself the many millions of peasants, democratic 
members of the bourgeoisie, and so on. 

After the Second World War, the peoples of many col¬ 
onies and dependencies liberated themselves from colo¬ 
nial regimes and began to develop independently. The col¬ 
lapse of the colonial system of imperialism had begun. In 
1980 the colonies and semicolonies accounted for 0.3 per 
cent of the world population, against 69.4 per cent in 1919, 
showing that the collapse of the disgraceful colonial sys¬ 
tem had set in. 

One of the main problems facing the peoples of the 
countries liberated from the yoko of imperialism is the 
choice of development course—capitalist or non-capitalist. 


1 V. I. Lenin, “Better Fewer, But Better”, Collected Works, 
Vol. 33, 1976, p. 499. 
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What can capitalism offer these peoples? 
rnnitalTsm means suffering for the people. I cannot 
ensure a rapid progress of the economy or an end to pov- 
rtv Capitalist development of the countryside puls thc 
neasants P in an even more dire situation. The workers lot 
Fs heavy labour for the sake of enriching the capitalists, 
or unemployment. The petty bourgeoisie is crushed by 
rmnnetition from big capital. Culture and education re¬ 
main inaccessible to the masses, while intellectuals are 

forced to trade their knowledge. 

What, on the other hand, can socialism oiler; 

Socialism is the way to freedom and ha PP mess a !t ^ 
sures a rapid rise in the economy and culture In a single 
eencratio/it can turn a backward country into an indus¬ 
trial one. Elimination of the exploitation of man by’ man 
puts an end to social inequality. Unemployment becomes 
a thing of the past. Socialism provides land lor all the 
peasants helps them develop their holdings, unites them 
on a voluntary basis in co-operatives, puts advanced ag¬ 
ricultural machinery and agronomic science at^ their 
nosal Socialism ensures a high material and cultural Stan 
dard of living for the working class and all working p 

Pl The course ol development is the people's own choice 
Given the current balance of power in the world and the 
realistic possibility of major support from the world so¬ 
cialist system, the peoples of the former colonies can de¬ 
cide this question in their own interests. Their choice will 
depend on the balance of class forces m the country. A 
non capitalist course of development is ensured by he 
struggle of the working class, the popular masses and the 
democratic movement in general, and meets the interests of 

the AlTh1u^ y citalism has been wrecked by the blows 
inflicted by the mighty national liberation movement of 
oppressed peoples, it has not yet died out completely. 
P Modern colonialism makes use of not only open armed 
struggle but also hidden forms for infiltrating the coun¬ 
tries* that have gained state independence, m order to keep 
them economically and politically dependent on the im- 

Pe To ll thi P< e^d rS imperiaUsm supports reactionary circles, re¬ 
tards the elimination of backward social structures and 
strives to hamper development towards socialism or along 

























a progressive non-capitalist path opening up the prospect 
°i a socialist future. The imperialists impose on these stated 
economic treaties and military-political pacts that infringe 
on their sovereignty. 

The mainstay of neocolonialism is the United States of 
America Imperialists, with the USA at their head, are 
making desperate efforts to preserve, hy new methods and 
n new forms, colonial exploitation of the peoples of the 

toTfifin C ?h°p llieS and sen ^ co J onies - The monopolies attempt 
- h n r 8 r, P. on T tho levers of economic control and 
flnH 1 A? 1 - mfl "? nce m ct the countries of Latin America, Asia 

friCa in T iese eflorts are £ oared to maintaining old po¬ 
sitions in the economies of the liberated countries and seiz¬ 
ing new ones in the guise of so-called economic aid to 
? , countricJS ™‘° military blocs, setting up mil- 
there' d tat0nai reglmes and esta Mishing military bases 

NeoccioniaUsm, being the chief threat to the indepen- 

bv the S ,Pm 7 t °a th ®. ^liberated countries, is countered 
by the fraternal and selfless assistance rendered to these 
countries by tho socialist states, assistance that facilitates 

lnL y ° U a ag State a m .Y agillg tioir st rogglo for economic 
independence and social progress. 

. import f l nt form of assistance rendered by the 
socialist states is the training of local personnel for the 
economy and cultural sphere in the developing countries 
This training is carried out both locally, during the con- 

“1 and t- ope 1 ratlon of Particular projects, and in the 
higher educational institutions of the socialist states 
lhe volume character and conditions of the economic 
assistance rendered by the world socialist system to the 
countries struggling for economic independence strength- 
en then positions m the face of imperialism and help 
them to stand up against neocolonialism. 

i. •£ di S ntegration of the coIoniai system inevitably in- 
tensifaes the economic and political difficulties of the capi¬ 
talist countries themselves and shakes the foundations of 
the imperialism as a whole. 0 

The collapse of the system of colonial slavery under the 

KrLf iml / ati0Dal iiberati on movement is second in 
only t0 the f0rmati0 “° f 



Intensification of market problems. 

Chronic unemployment 

and underloading of enterprises 

Ono of the characteristic features of the general crisis 
of capitalism is an intensification of the problem of mark¬ 
ets and investment spheres. This intensification is engen¬ 
dered primarily by the growing disparity between the rise 
in production and the absorptive capacity of markets. The 
withdrawal of Russia from the capitalist system during 
the first stage of tho general crisis of capitalism stepped 
up the struggle between the capitalist countries for mar¬ 
kets and investment spheres. At the second stage of the 
crisis, the formation of the world socialist system deprived 
capitalism of still more huge markets and investment 
spheres. 

Tho formation of the world socialist economic system 
led to the formation of the world socialist market. Now there 
are two opposing world markets: that of the socialist coun¬ 
tries and that of the capitalist ones. 

The narrowing of the sphere of capitalist exploitation, 
the initiation of the disintegration of tho imperialist colo¬ 
nial system, the deterioration in the condition of the work¬ 
ing masses and militarisation of the economy have deepen¬ 
ed the contradictions of the world capitalist market consid¬ 
erably. 

Tho struggle for markets was also heightened by compe¬ 
tition on the part of the capitalism developing in the un¬ 
derdeveloped countries, which are increasingly beginning 
to compete with the industrially advanced capitalist coun¬ 
tries in selling their commodities, especially manufactur¬ 
ed goods of the light industry. 

Tho struggle for sales markets and investment spheres 
leads to conflicts between monopolistic associations of cap¬ 
italists and between imperialist states. The growing prob¬ 
lem of markets and investment spheres is closely linked 
with the chronic underloading of industrial enterprises and 
constant mass unemployment. 

Under premonopoly capitalism, massive underloading of 
industrial enterprises only occurred during economic crises. 
Nowadays, during the general crisis of capitalism, it is 
becoming a constant phenomenon, i.e., it is becoming chron- 
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ic. During the boom of 1925-1929, for instance, the pro¬ 
ductive capacity of the US manufacturing industry was 
only 80 per cent used, and between 1930 and 1934—onlv 
00 per cent. At the end of 1957, only 78 per cent of pro¬ 
ductive capacity was in use. Taking 1967 as 100, from 
1970 to 1973 the loading of capacity in the USA varied 
between /5 and 83 per cent. 

Corresponding to the chronic underloading of industrial 
enterprises is the new type of unemployment encountered 
during the general crisis of capitalism. Previously, the 
army of the unemployed increased during economic crises, 
but was largely reemployed during periods of revival and 
boom. During the general crisis of capitalism, however, 
unemployment is becoming constant, chronic and mass in 
scale. In 1980 unemployment among the economically ac¬ 
tive population stood at 8.5 per cent in Britain, 7.0 per 
cent in Italy, 7.5 in the USA, 3.5 in the FRG and 1.9 in 
Japan. 

In many countries, mass unemployment has become a 
genuine national disaster. In the developed capitalist coun¬ 
tries of North America and Western Europe, as well as in 
Japan and Australia, in 1980, 19 million of the 125 mil¬ 
lion-strong industrial proletariat were completely without 
jobs. This means that, on average, one in nine people were 
out of work. In the developing countries imperialism has 
left unemployment alongside a legacy of other problems. 


Changes in the capitalist cycle 

Let us recall that the term “cycle” is used to cover the 
period irom the beginning of one economic crisis to the 
beginning of the next. The cycle consists of four phases: 
crisis, depression, revival and boom. 

During the general crisis of capitalism changes take 
place m the capitalist cycle, too: shortening of the cycle 
and a consequent increase in the frequency of crises. Thus 
before the First World War, economic crises occurred every 
8 to 12 years. In the interwar period (1919-1938) there 
were three crises, i.e., one every 6-7 years. At the same 
Line the phases of crisis and depression became longer, 
while the boom became increasingly unstable. Previously 
crises had lasted from eighteen months to two years but 
the Great Depression lasted from 1929 to 1933. After the 
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Second World War, in contrast, crises became less serious 
and shorter, though far more frequent 

Let us take as an example the UbA—a country that 
arcounts for nearly a half of the industrial output of the 
capitalist world. By the end of 1948 the USA was already 
suffering from a postwar economic crisis that ran deeper 
throughout 1949. in the second half of 1953 the USA saw 
the beginning of a now economic crisis, which led to a cut 
in the volume of industrial production and orders, to a rise 
in unemployment and increase in stocks of commodities in 
warehouses. The crisis lasted throughout 1954. In mid- 
1957 yet another crisis of overproduction began to develop 
iu the USA, and gained particular momentum in 19o8. 
The economic crisis in the USA also spread to other capi¬ 
talist countries. The 1957-1958 crisis did not clear the 
ground for a protracted boom in American industry, iiarci- 
iy two years passed before, in I960, the USA began once 
more to drop into economic crisis. This crisis lasten into IJol. 

In 1965 and 1966, a number of capitalist countries that 
had managed to avoid partial cyclical fluctuations were 
seized by an overproduction crisis that appeared nrsl in 
Italy, France and Japan. The FRG was affected particu¬ 
larly seriously by the crisis. The economic crisis that began 
at this time in the USA was halted by the escalation of 
the war in Vietnam, but the war could not prevent the on¬ 
set of another crisis, which came into full force in the 

USA at the end of 1969. . , 

The economic crisis of 1969-1971 aliected other capital¬ 
ist countries, too: Italy, Canada, Sweden, Fin and and 
Austria. The FRG and Japan also suffered from stagnation 
or a slow-down of industrial production. 

At the end of 1973 the developed capitalist countries 
were confronted with serious economic difficulties as a 
consequence of the energy and raw material crises, as well 
as the sharp intensification of inflationary processes, ihe 

boom phase was cut short, , 

In 1974 the capitalist countries suffered serious social 
disturbances and a steep drop in business activity, which 
developed by the end of the year into an economic crisis 
enveloping the entire capitalist system. The rates oi eco¬ 
nomic growth were falling sharply throughout the year and 
the world-wide crises broke out in the motor and textile 
industries; the volume of housing construction was curtail¬ 
ed everywhere; the fuel and raw material crisis grew deep- 
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or still; a foodstuffs crisis and hunger began in many re¬ 
gions of Asia aud Africa; inflation and monetary distur¬ 
bances reached unprecedented levels; a growth of the 
army of the unemployed and a deterioration of the mate¬ 
rial condition of the working peopio entailed a sharp in¬ 
tensification of class conflicts between labour and capital; 
interimperialist contradictions grew in the sphere of for¬ 
eign economic relations and protectionism increased. This 
is a far from complete list of all the processes and phe¬ 
nomena shaking the capitalist economy. The overproduc¬ 
tion crisis of 1974-1975 set in, revealing contradictions in 
the development of the entire system of state monopoly 
capitalism, which had been accumulating over a protracted 
period of timo. 

This crisis was particularly serious because it set in si¬ 
multaneously in all tho developed capitalist countries. In 
its depth and force it was comparable with the Groat De¬ 
pression. 

The crisis was special in that it intertwined with a num¬ 
ber of crises in other spheres of the world capitalist econ¬ 
omy: energy, ecological and food crises. These structural 
crises in turn exacerbated tho cyclical economic crisis of 
overproduction and made recovery from it more difficult. 

The crisis of 1974-1975 developed during a monetary 
crisis and extreme disturbance of tho capitalist countries’ 
credit and monetary system. Inflation got out of control, 
making the crisis more protracted. 

During the 1974-1975 crisis, the industrial production of 
tho developed capitalist countries dropped by 8.5 per cent 
in 1975, while gross investment in expansion and moder¬ 
nisation of fixed assets fell by 10.5 per cent and housing 
construction by 16.1 per cent. The productive capacity of 
these countries was running at only 70-72 per cent, and 
in the USA at 64 per cent. 

The cut in production and underloading of productive 
capacity were a heavy burden on the working people and 
entailed a catastrophic rise in unemployment. 

Thus, the economies of the developed capitalist countries 
have suffered several economic crises in the postwar pe¬ 
riod, and the usual course of tho cyclo has been upset. 
Some phases of the cycle have disappeared. For instance, 
the transition from crisis to revival often Lakes place with¬ 
out any depression phase, and the revival often leads not 
to a boom, but straight into a now crisis. Moreover, the 
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transition to crisis has occurred in several instances not 
suddenly hut gradually, over a protracted period of precri¬ 
sis stagnation. The crisis develops more slowly than it 
used to. The serious stock exchange and bank collapses of 
the past no longer occur. The postwar crises themselvos 
have been of shorter duration. 

Tho main reason for these changes in the capitalist cycle 
since the last war is that the capitalist system has enter¬ 
ed a period of chronic stagnation and decline in individual 
industries and even whole countries, and that there has 
been a general slowdown in growth rates. 

There arc also other factors accounting for the changes 
in the postwar capitalist cyclo. 

First, slate monopoly capitalism exerts a certain in¬ 
fluence on the course of the cycle. Stato intervention in 
economic relations (the system of state purchases of in¬ 
dustrial and agricultural output, state subsidies and cred¬ 
its to monopolies, etc.) in the interests of the monopolies 
has accounted for a certain rise in production and renewal 
of fixed capital. The monopoly bourgeoisie trios, by means 
of state regulation, to weaken the destructive force of eco¬ 
nomic crises, but state monopoly capitalism, whilo operat¬ 
ing on the capitalist cycle, cannot abolish economic crises 
of overproduction. 

Second, fhe economy is militarised, and this influences 
the course of the capitalist cycle in a twofold and contra¬ 
dictory manner. On the one hand, militarisation gives rise 
to a temporary boom in industries connected with arms 
production; on the other, it entails a further intensification 
of all the contradictions of capitalist reproduction and 
creates tho preconditions for a deeper crisis. 

Third, the course of the cycle is also affected by scien¬ 
tific and technical progress. This means that fixed 
capital rapidly becomes obsolete, so, although investment 
drops during crises, it remains comparatively high, and the 
cycle therefore develops somewhat differently than in the 
past. 

Fourth, there has been a considerable increase in the in¬ 
fluence of the class struggle on the cycle in the capitalist 
countries. The greater the successes scored by the workers 
in the class struggle, the more the bourgeoisie is forced 
to make economic concessions. This helps to expand the 
domestic market and, to a certain extent, may serve as a 
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factor preventing a crisis ol overproduction from becoming 
too serious. 

Filth, the disintegration ol the colonial system also af¬ 
fects the capitalist cycle. This is seen in the way the coun¬ 
tries that have gaiuod political independence continue to 
struggle for economic independence, their path to economic 
independence lying through industrialisation. In this con¬ 
nection, recent decades have seen a substantial rise in the 
developing countries’ purchases ol equipment from the de¬ 
veloped capitalist ones. This new factor helps to intensify 
the industrial hoom in the developed countries, but it is, 
at the same time, unstahlo, since the developing countries’ 
purchases of equipment arc subject to fluctuations connec¬ 
ted with currency shortages due to the constant drop in 
their exports. Such are some of the factors affecting the 
course of the capitalist cycle at the present Lime. 

The chronic underloading of industrial enterprises, the 
constant mass unemployment, and the increasingly fre¬ 
quent economic crises testify that modern capitalism can¬ 
not use all the powerful productive forces at its disposal. 
If has become a major brake on (ho development of man¬ 
kind. 

The development ol’ crises 
in the world capitalist economy 

In recent years the deepening of the general crisis of cap¬ 
italism has become prominent in various spheres of the 
world capitalist system. Alongside the economic crises of 
overproduction discussed above, the world capitalist econ¬ 
omy is at present suffering from monetary, energy, food, 
ecological and other crises. 

The crisis of the monetary system of imperialism devel¬ 
oped at the end of the 1960s, but there was a build-up 
to it over several decades. In 1944 American imperialist 
circles managed, owing to the USA’s dominant position in 
the world capitalist economy, to get the currencies of the 
other capitalist states subordinated to the American dol¬ 
lar. According to the Bretton Woods Agreement, the dol¬ 
lar was equated in value to gold and became a measure 
of value for the other capitalist currencies, i.e., it was rec¬ 
ognised as the central reserve currency. Its privileged 
position was also consolidated by the fact that it remained 
the only currency still on a fixed gold standard. All the 
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♦her member countries of the International Monetary 
Fund were obliged to set their exchange rates in terms or 
dollars. Thus the dollar became the main currency of the 

capitalist, monetary system. . , , 

The USA made use of the special position en.ioycd by 
its currency in the capitalist world to pay in dollars for 
its investments in other countries and for expenditures 
connected with its aggressive policy. In 1967, however, 
dollar inflation began, and a huge mass of depreciated dol¬ 
lars accumulated outside the USA. Under these conditions, 
the biggest capitalist banks stopped changing paper dollars 

for gold. . 

In turn, the US government, came out with its own pro¬ 
gramme of extreme measures to save the dollar and strength¬ 
en the competitive position of American imperialism in 
the world capitalist economy. In 4971 the USA stopped ex¬ 
changing the dollar for gold. In 1971 and 1973 the dollar 
was devalued. The gold content of currencies was officially 
abolished in general and a system of floating exchange 
rates introduced. The Bretton Woods system no longer ope¬ 
rated. Officially, the transition to constantly changing mar¬ 
ket relations between the currencies of the capitalist coun¬ 
tries was recognised by the Kingston (Jamaica) agreement 

of 1976. • ... 

The monetary crisis consists in a serious disruption of 
the domestic credit and monetary systems and internation¬ 
al currency and financial relations of the capitalist coun¬ 
tries, above all elimination of the gold standard. The mo¬ 
netary crisis is distinguished hv inflation, unbalanced and 
fluctuating balances of payments, a sharp change in the 
correlation of prices in different countries, unforeseen 
changes in the correlations between exchange rates, a 
change in the structure and distribution of currency re- 
serves. 

The major capitalist countries continue to seek means 
to weaken the monetary crisis, but. (he fundamental reasons 
for this crisis cannot ho eliminated under capitalism. 

The main burden of the monetary crisis lies on the work¬ 
ing masses. The crisis of the monetary system of imperial¬ 
ism is one clear manifestation of the general crisis or cap¬ 
italism. It exerts an inverse impact on reproduction, re¬ 
ducing its growth rate, creating an atmosphere of insecu¬ 
rity and disrupting international trade. 

The energy crisis has caused complicated problems in 
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the capitalist economy. It first arose in the oil industry, 
which was dominated by the seven biggest oil monopolies 
engaged in extracting cheap oil in former colonies and se¬ 
micolonies. Given the growing demand for oil, they raked 
in enormous profits. The newly free, oil-exporting, devel¬ 
oping countries organised an anti-imperialist cartel and 
nationalised the property of the oil monopolies. The price 
of oil began to rise. It became impossible to balance the 
production and use of energy resources in the capitalist 
economy. A serious deficit of energy resources arose, yet 
the oil monopolies still came out on top. It is the working 
people who suffer additional losses. This crisis further exa¬ 
cerbates imperialism’s contradictions. 

In recent decades mankind has come up against an eco¬ 
logical crisis. The random and plunderous use made of nat¬ 
ural resources by capitalism, and the pollution of the en¬ 
vironment threatened to make it impossible to replace the 
natural factors of economic development. Monopoly capital 
strives to resolve this problem by capitalist means: ex¬ 
tracting raw materials in backward countries, relocating 
the most harmful and “dirty” types of production (petro¬ 
chemical, mining and dressing, etc.) to the territories of the 
developing countries, and to turn measures to protect the 
environment into a source of profit. 

The interweaving of the diverse crises affecting the cap¬ 
italist economy testifies to a further deepening of the 
general crisis of capitalism. All this shows that the econo¬ 
mic and social structure of capitalist society conflicts in¬ 
creasingly with the demands made by the working people 
and the broad population, as well as with the requirements 
of social progress, and further democratic and political de¬ 
velopment. 


The intensification of the contradictions 
between the interests of the monopolies 
and the nation as a whole 

Under contemporary conditions in the imperialist coun¬ 
tries, the interests of the monopoly bourgeoisie conflict ir¬ 
reconcilably with national interests. 

In the middle of the 20th century, the main changes in 
the ruling class—the bourgeoisie—were seen in a further 


214 


■ ratification within it, an increase in the might and in¬ 
fluence of the monopoly bourgeoisie, together with a drop 
1 : ts share of the employed and the whole population of 
the capitalist countries. At the same time, the strength and 
domination of the monopoly bourgeoisie in the capitalist 
countries increased manifold. This social group concen¬ 
trated all economic and state power in its own hands and 
became the chief enemy of the bulk of these countries 

populations. . , 

Having taken over the key positions m the economy ot 
the capitalist world, the monopoly bourgeoisie determines 
the imperialist powers’ policies. 

The other pole of capitalist society consists of a grow¬ 
ing army of wage workers, the main part of which is com¬ 
prised by the proletariat. As capital grew, so did the 
strength,'might, and mass scale of wage labour. In mid¬ 
century, the share of wage workers in the developed capi¬ 
talist countries was 70 to 90 per cent of the active popu¬ 
lation, and about a third of that, in the developing coun¬ 
tries of Asia, Africa and Latin America. 

The chief part of the army of wage labour is the work¬ 
ing class, which acts as the decisive force in the revolu¬ 
tionary transformation of the world, and personifies con¬ 
temporary social progress. The numbers and share of the 
urban industrial proletariat have grown within the work¬ 
ing class, accompanied by a drop in the share of the rural 
proletariat; there has been a substantial rise in the share 
of skilled workers; the socio-political role of the working 
class has increased, along with the consciousness and or¬ 
ganisation of the proletariat; the working class has ex¬ 
panded and consolidated its links with the masses of the 
toiling peasantry, craftsmen, office workers and mtellec- 
tuals 

The exploitation of the working class is currently being 
stepped up, this being furthered by the monopolies using 
the achievements of scientific and technical progics.. 
in their own interests. Labour intensity, industrial injury, 
the cost of living, taxes and inflation are all growing. Ihe 
material situation of the working people is becoming ex¬ 
tremely unstable. , 

Changes have occurred, too, in the middle strata ot tn 
population of the capitalist countries, including the petty 
bourgeoisie, intellectuals and office workers. 

The petty and middle bourgeoisie of town and country- 
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side, above all the peasantry, is ruined as capitalism de¬ 
velops and its numbers and share in the population of cap¬ 
italist countries gradually fall. The bulk of the ruined 
small producers in town and village swell the ranks of the 
working class, as well as office workers and intellectuals. 
This results in the interests of the monopolies coming into 
conflict not only with those of the working class, but also 
those of the non-monopolistic petty and middle bourgeoisie. 
Monopoly capitalists, together with the state, use tax, 
credit, tariff and price policy to redistribute surplus value 
in their own interests, depriving the small and middle cap¬ 
italists of profits and bringing them to ruin. This is why 
not only the working class, but also the peasantry, petty 
and middle bourgeoisie of town and countryside have a 
vested interest in abolishing the domination of the monop¬ 
olies. 

The numbers and share of intellectuals and office work¬ 
ers have increased substantially in the social structure of 
the capitalist countries. Many intellectuals and office work¬ 
ers are similar to wage workers in their living and mate¬ 
rial conditions, and outlook. This creates the objective pre¬ 
conditions necessary for consolidating the union between 
mental and manual workers, for organising joint activities 
by (hem against monopoly capital. The contemporary scien¬ 
tific and technological revolution has speeded up the stra¬ 
tification of the intelligentsia, turning most intellectuals 
into wage workers subject to refined exploitation and with 
interests and conditions similar to the working class. The 
main advantages to be gained from applying modern pro¬ 
ductive forces and the achievements of the scientific and 
technological revolution are reaped by the financial oli¬ 
garchy. 

Favourable conditions are created for rallying all these 
forces. This unification of all the nation’s forces against 
the rule of the monopolies can he achieved under modern 
conditions on the basis of a struggle for peace and national 
independence. In order that the whole economy might be 
used to satisfy the needs of the working people, of the 
whole population, it. is essential to defend democracy, na¬ 
tionalise the key industries and ensure their democratic 
management. 

The growing exploitation of the working people exacer¬ 
bates the class struggle and intensifies the social battles in 
capitalist society. The range of socio-economic and political 
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demands made by the working people becomes broader. 
More and more often their demonstrations become political 
in character. An anti-monopolistic front is created that 
unites broad strata of the population. The role of van¬ 
guard in the struggle against rule of the monopolies is 
played by Marxist-Leninist fraternal Communist and work¬ 
ers’ parties, which strive to unify the broadest masses and 
direct them in this struggle. 

The formation of the world socialist system and its suc¬ 
cesses in building socialism and communism constitute a 
powerful support for the revolutionary movement of the 
working class in the developed capitalist countries and for 
the national liberation movement waged by colonial and 
dependent peoples. The contemporary revolutionary move¬ 
ment directs its main blows against the monopolies, for it 
is they that are the chief exploiters of all strata of the 
working people and that inspire the aggressive policies of 
the modern capitalist states. 

The uneven development 
of the capitalist countries 
and the growing contradictions between them 

The Second World War led to a further intensification 
of the uneven development of the capitalist countries. Nazi 
Germany, Japan and Italy were defeated, and their econo¬ 
mies were greatly undermined. France suffered consider¬ 
able losses under the occupation during the war. Britain 
was greatly weakened, too. Only the American monopo¬ 
lies actually benefited from the war. In 1948 the USA’s 
share in the total industrial output of the capitalist world 
was 54.6 per cent, the respective figures for Britain, the 
FRG, France, Canada, Italy and Japan being 10.2, 3.6, 
4.6, 3.0. 2.0 and 1.2 per cent. Since that time major chang¬ 
es have occurred in the balance of power within the capi¬ 
talist world. They are manifested as follows. 

First, the United States of America has lost its absolute 
supremacy in world capitalist production and trade. Its 
share in world industrial production fell by 17.3 per cent, 
between 1948 and 1979 to stand at 37.3 per cent. In spite 
of this, the USA is still the leading power of the capitalist 
world. It spends twice as much on research as all the coun¬ 
tries of Western Europe and Japan together; it holds 90 























per cent of the nuclear weapons produced in the capitalist 
world; 543 of the 1,000 biggest corporations are Ameri¬ 
can. 

Second, the countries of Western Europe have gained 
substantially in strength within the world capitalist econo¬ 
my as a result of their higher economic growth rates. Uni¬ 
fied within the Common Market, these countries are in¬ 
creasingly able to stand up to the USA not only economi¬ 
cally, but also politically. 

Third, the role of Japan has increased in the world cap¬ 
italist, economy, for this country maintained high growth 
rates of industrial production for a considerable length of 
time. The Japanese monopolies compete successfully with 
those of the USA and Western Europe on world markets. 

Another major factor exacerbating interim peri alist con¬ 
tradictions at the current stage is the scientific and tech¬ 
nological revolution. The introduction of its achievements 
quickly changes the balance of power in the capitalist econ¬ 
omy. The more recent the scientific and technological in¬ 
novations capital uses, the more rapidly it strengthens its 
positions. 

The scientific and technological revolution’s chiof im¬ 
pact on interimperialist relations consists in deepening and 
expanding the sources of the antagonism between the va¬ 
rious imperialist powers. 

At present, the centres of interimporialist rivalry are 
the USA, Western Europe and. Japan. The North American 
centre, headed by the USA, relies on highly automated 
mass production. The West European centre relies on in¬ 
ternational production co-operation and specialisation. Ja¬ 
pan’s ace is rapid development of inventions and discove¬ 
ries made in other countries. 

The contradictions within this triangle have become 
very heated in all theatres of trade, financial, monetary 
and patent-pooling policy. At the same time, the contradic¬ 
tions within each of these chief centres are also develop¬ 
ing and intensifying. 

Interimperialist contradictions are irreconcilable and an¬ 
tagonistic. Lenin himself pointed out that the contradic¬ 
tions in the capitalist camp are not fortuitous and inter¬ 
nal dissention, hut “a most deep-seated and ineradicable 
conflict of economic interests among the imperialist coun¬ 
tries”, and that the alliance of capitalist powers is “an 
alliance of robbers, each trying to snatch something from 
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the others”. 1 Interimperialist contradictions arise from 
the main contradiction of capitalism—that between the so¬ 
cial character of production and the private capitalist form 
0 f appropriation. No agreements, deals, alliances, or com¬ 
promises can abolish the contradictions between the im- 

^ The' basic contradiction of modern times—the struggle 
between growing socialism and moribund capitalism—has 
a twofold impact on interimperialist relations. On the one 
hand, it. encourages the capitalist countries to unite, serves 
as a basis for the moulding of military blocs and makes it 
difficult for military conflicts between the imperialist states 
t,o break out. On the other hand, it creates new sources 
of contradictions and conflicts between the capitalist coun¬ 
tries on tho fundamental questions of contemporary world 
development. 

Given the growing struggle between the two world sys¬ 
tems, in spite of the intensifying contradictions that divide 
them, the capitalist powers strive to pool their efforts in 
order to maintain and consolidate the system of exploita¬ 
tion and oppression and win back their lost positions. 

Interimperialist contradictions do not have to end in a 
world war. When capitalism was the dominant force in the 
world, interimperialist contradictions and any upset, of the 
balance between countries eventually led to world wars. 
Now that capitalism has lost its monopoly as the only 
world .system and that the world socialist system exists 
and has become the decisive factor in the development of 
human society, a new historical situation has taken shape 
making it, possible to unite the forces of the world under 
the leadership of the world socialist system, to curb the 
forces of aggression and exclude world wars for ever. 

* * * 

And so, we have considered the capitalist mode of pro¬ 
duction based on exploitation of wage labour. Under capi¬ 
talism, especially at its highest stage of development, all 
its contradictions are sharpened to the extreme, especially 
the basic contradiction between the social character of 

i~V j Lenin. "The Eighth All-Russia Congress of Soviets”, 
Collected Works. Vol. 31. 1074. p. 466; “Speech Delivered at a Con¬ 
ference of Chairmen of Uyezd, Volost and Village Executive Com¬ 
mittees of Moscow Gubernia”, Collected Works, Vol. 31, p. 323. 
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THE COMMUNIST MODE 
OF PRODUCTION 


SOCIALISM-THE FIRST PHASE 

OF THE COMMUNIST MODE OF PRODUCTION 

From generation to gcnoralion, working people have 
dreamed of a happy life, free from slave labour for exploit¬ 
ers. But this dream was not to come true for a long Lime. 
People did not know the way to liberation. The great lead¬ 
ers of the working class—Marx, Engels and Lenin—show¬ 
ed them the way to a bright future lor mankind—to com¬ 
munism. 

Communism fulfils the historic mission of freeing all 
people from social inoqualily, from all forms of oppres¬ 
sion and exploitation, from the horrors of war, and estab¬ 
lishes peace, labour, freedom, equality, fraternity and 
happiness for ail people on Earth. 

Communist society passes through two stages in its de¬ 
velopment: the first, called socialism, and the second, high¬ 
er stage, called communism. 

The ultimate goal of the working people’s liberation 
struggle in all countries is to build communism. “As we 
begin socialist reforms,” Lenin wrote, “we must have a 
clear conception of the goal towards which these reforms 
are in the final analysis directed, that is, the creation of a 
communist society.” 1 

Marxism-Leninism has proved scientifically that the 
communist socio-economic formation, which replaces capi¬ 
talism, will not appear ail at once in its final form. 


1 V. I. Lenin, “Extraordinary Seventh Congress of the R.C.P.(B.)”, 
Collected Works, Vol. 27, 1965, p. 127. 


221 






















Communist society cannot be built immediately after the 
working class lias seized political power. The building 0 f 
communism requires considerable time and hard work by 
the working class, peasantry and intelligentsia. 

Society cannot transfer to communism directly from capi¬ 
talism. It makes the transition from capitalism to socialism 
as a result of a resolute struggle, and only then can so¬ 
cialism develop into communism. 

Describing the two phases of the communist socio-eco¬ 
nomic formation in his work A Critique of the Gotha Pro¬ 
gramme , Marx wrote that socialism and communism con¬ 
stitute different stages in the economic maturity of one 
and the same mode of production. Taking socialism as the 
first phase of communism, Marx showed that, at this stage 
we are not dealing with a communist society that has de¬ 
veloped on its own basis, but with one that is only just 
emerging out of capitalism and one that, for this reason in 
every respect—economically, morally and intellectually 
still retains blemishes left by the old society. Lenin noted 
that “the only scientific distinction between socialism and 
communism is that the first term implies the first stage of 
the new society arising out of capitalism, while the sec¬ 
ond implies the next and higher stage”. 1 

The development of socialism leads to the second, high¬ 
er phase—that of communism. Thus, socialism and com¬ 
munism are two stages or phases of one and the same 
communist society. 


1 V. 1. Lenin, “A Great Beginning”, Collected Works, Vol 29 
p. 420. 


Chapter IX 


THE kise ano establishment 
OF SOCIALISM 


1. MARXISM-LENINISM 
ON THE TRANSITION PERIOD 
FROM CAPITALISM TO SOCIALISM 

The revolutionary transition 
from capitalism to socialism 

By studying the course of economic development of so¬ 
ciety, the classics of Marxism-Leninism discovered the 
laws governing the emergence, development and collapse 
of capitalism. ' 

The victory of the Great October Socialist Revolution in 
Russia in 1917 ushered in a new era in the development 
of human society and showed that capitalism had outlived 
itself, that capitalist relations of production had become a 
major brake on the development of the productive forces. 
A new society known as socialism was built for the lira 
time ever, in the Union of Soviet Socialist Republics. 

As a result of the defeat of Nazi Germany and militar¬ 
ist Japan during the Second World War, a decisivo contri¬ 
bution to which was made by the Soviet Union, and of the 
victories of socialist revolutions, the peoples of several oth¬ 
er countries set out to build socialism, The socialist rev¬ 
olutions in the countries of Europe and Asia and in Cuba 
struck a major blow to the positions of world capitalism. 
They were the most important events in world history to 
follow the October Revolution in Russia. 

Capitalism must inevitably give way to the new socie¬ 
ty-socialism. This replacement of capitalism by socialism 
cannot, however, take place spontaneously. The only way 
that an end can be put Lo the bourgeois system is a reso¬ 
lute, nation-wide struggle, a proletarian revolution that 
deprives the capitalists and their lackeys of their power 
and the opportunity to oppress and exploit the people. 
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Marx wrote: “ Socialism cannot, he realised without revo¬ 
lution. it needs this political act insofar as it needs des¬ 
truction and dissolution.'" 1 Revolution is needed* in order 
to eliminate private ownership, i.e., to take all the basic 
means of production out of the hands of the capitalists 
and the bourgeois state and transfer them to the whole 
nation, to establish public socialist ownership. 

The revolutionary transition from capitalism to social¬ 
ism can take two courses a peaceful one or a non-peace- 
ful one. 

The non peaceful transition to socialism presupposes an 
armed uprising, civil war, enforced seizure of the political 
power from the bourgeoisie. The working class and its 
communist vanguard strive to accomplish the socialist rev¬ 
olution without revolutionary coercion. This is in the in¬ 
terests of the working class and (lie whole nation. When, 
however, the exploiting classes resort to force against the 
people, the only possible answer is force, an armed strug¬ 
gle. Leninism teaches and historical experience conhrm.s 
that the dominant classes do not give up their power and 
economic dominion voluntarily. The socialist revolution 
thus develops in peaceful or non-pcaceful forms, depend¬ 
ing on the balance of class forces in the given country, 
the degree of organisation and political maturity of the 
working class, the authority and ability of its vanguard, 
the degree of resistance pul up by the ruling classes and 
the international situation. 

The peaceful method of socialist revolution presupposes 
that the working class takes over state power without a 
civil war. By uniting the overwhelming majority of the pop¬ 
ulation under its leadership, the working class can win 
a firm majority in parliament and turn it from a weapon 
serving the class interests of the bourgeoisie into one serv¬ 
ing the working people. Such a parliament is capable of 
lulfilling the tasks involved in a socialist revolution. All 
this is possible through the broad and uninterrupted de¬ 
velopment of the class struggle by the workers and the en¬ 
tire working people against the big monopoly bourgeoisie 
and reactionaries for deep social reforms, peace and social¬ 
ism. 


1 K. Marx, “Critical Marginal Notes on the Article ‘The King of 
Prussia and Social Reform. By a Prussian’”, Karl Marx and Fre¬ 
derick Engels, Collected Works, Vol. 3, j>. 206. 
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This i* facilitated by the existence of the steadily grow- 
. — wor ld socialist system, which becomes the decisive I ac- 
Inr in the development of human society; by the weaken- 
ru of the world capitalist system, the contradictions ol 
which have become unprecedentedly sharp; by the collapse 
of the colonial system of imperialism; by the increasing 
organisation and class consciousness of the working class 
in the capitalist countries; and by the growing prestige ol 
t he Communist and workers’ parties. 

It is- quite possible, given the accelerating growth ol tee 
forces of socialism, the strengthening of the labour move¬ 
ment and weakening of the positions of imperialism that 
in some countries, as Marx and Lenin foresaw, it will he 
profitable for the bourgeoisie to agree to having its basic 
means of production bought up and for the proletariat to 

buy them out. . .. . . 

The type of socialist revolution that is realistic m cact 

individual country is determined by the specific historical 
conditions obtaining there. The success of the revolution 
depends on whether the working class and its party are in 
a position to wage all forms of struggle, both peaceful and 
otherwise, and are prepared to replace one with another at 

a moment’s notice. ., 

Under modern conditions, thanks to the support provid¬ 
ed by the socialist countries, a socialist revolution is pos¬ 
sible in an economically backward country, too. Relying 
on the support of the developed socialist countries, the eco¬ 
nomically backward ones can go over to socialism, bypass¬ 
ing the capitalist stage of development. 

Irrespective of how it is accomplished, by peacelul or 
non-peaceful means, a socialist revolution always consti¬ 
tutes a fundamental break-up of the outdated capitalist re¬ 
lations and the establishment of new, socialist ones. 1 hese 
transformations are implemented by the power ol the work¬ 
ing class in the interests of the whole nation. 


The need for a transition period 

The age of the revolutionary transformation of capital¬ 
ist society into a socialist one is a transition period. The 
transition period from capitalism to socialism is necessary 
because the relations of production of socialism and socia¬ 
list property cannot emerge within the capitalist system. 
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r jat, and ending with the complete building of socialism— 
the first phase of communist society. 

The theory of the period of transition from capitalism to 
socialism was formulated by Marx, Engels and Lenin, who 
thereby armed the working class and all working people 
with a" scientific knowledge of the ways to build socialism. 
The fraternal Communist and workers’ parties make a ma¬ 
jor contribution to the Marxist-Leninist teaching on the 
transition period. 

Between capitalist and communist society, Marx said, 
there lies a period of revolutionary transformations of. the 
former into the latter. Corresponding to this is a political¬ 
ly transitional period, during which the state has to be a 
revolutionary dictatorship of the proletariat. 

The dictatorship of the proletariat— 
an instrument for building socialism 

The dictatorship of the proletariat is necessary because 
only the working class is capable of guiding all the work¬ 
ing people in the struggle to overthrow capitalist oppres¬ 
sion and build a socialist society. The dictatorship of the 
proletariat is stale leadership of society by the working 
class. “The dictatorship of the proletariat,” runs the CPSU 
Programme, “is a dictatorship of the overwhelming major¬ 
ity over the minority; it is directed against the exploiters, 
against the oppression of peoples and nations, and is aim¬ 
ed at abolishing all exploitation of man by man. The dic¬ 
tatorship of the proletariat expresses not only the interests 
of the working class, but also those of all working peo¬ 
ple.” 1 The working class uses state power in the interests 
of all the exploited masses. The joint struggle waged by 
the working class and the peasantry to oppose the exploit¬ 
ers and build socialism unifies them in an unbreakable al¬ 
liance. The firm union of the working class with the toil¬ 
ing peasantry is a supremo principle of the dictatorship of 
the proletariat. 

The dictatorship of the proletariat means direct and ac¬ 
tive participation by the broad masses of the working peo¬ 
ple in the management of production, in the work of state 
organs and in the running of all sectors of the social and 
cultural life of society. 

1 The Road to Communism, p. 487. 






























The dictatorship ol the proletariat as a political super¬ 
structure engendered by a socialist revolution sets itself 
the task of breaking up the old state machine of suppres¬ 
sion of the people. The proletariat uses state power to eli¬ 
minate the economic rule of the bourgeoisie and all ex¬ 
ploitation of man by man. 

The dictatorship of the proletariat does not mean just 
coercion, however; nor is this its predominant feature. The 
essence of the dictatorship of the proletariat is not coer¬ 
cion but constructive work, the building of a socialist so¬ 
ciety, its defence against the enemies of socialism. The 
proletariat uses force owing to the objective conditions— 
resistance put up by the bourgeoisie. 

The dictatorship of the proletariat is an instrument for 
building socialist society. The proletarian state bends its 
efforts to creating a socialist economy. As a result of the 
state’s activities in the economic sphere, there emerges a 
new system of relations of production based on public, so¬ 
cialist ownership of the means of production, which en¬ 
sures the joining of the actual producers with the moans of 
production, comradely co-operation and socialist mutual 
assistance between people free from exploitation. 

The Communist and workers’ parties—the vanguard of 
tho working people in the struggle to build socialism and 
communism—are the leading and guiding force of the dic¬ 
tatorship of the proletariat. 

Marxism-Leninism teaches that tho transition from cap¬ 
italism to socialism is responsible for a multitude of di¬ 
verse political forms, but they are essentially the same in 
that they are all forms of tho dictatorship of the prole¬ 
tariat. 

The existence of different forms of the dictatorship of 
the proletariat is a historical law of social development 
that Lenin foresaw. “The transition from capitalism to 
communism is certainly bound to yield a tremendous abun¬ 
dance and variety of political forms,” he wrote, “hut the 
essence will inevitably be the same: the dictatorship of the 
proletariat." 1 

In the USSR, as a result of the victory of the October 
Revolution, a dictatorship of the proletariat in the form of 
Soviets was established. The power of Soviets as a state 

1 V. I. Lenin, “The State and Revolution”, Collected Works, 
Vol. 25, 1977, p. 418. 


rnrm of the dictatorship of the proletariat was discovered 
w Lenin from his studies of the Paris Commune and the 
"_L Russian revolutions in 1905 and February 1917. 

Tinder the new historical conditions that took shape at- 
( Pr the triumph of socialism in the USSR and the defeat 
of fascism during the Second World War, a people s de¬ 
mocratic system triumphed in a number of countries Peo- 
ule’s democracy is a form of political organisation of soci¬ 
ety that is, in essence, a dictatorship of the proletariat. It 
reflects the differences in the development of the socialist 
revolution under the conditions of weakened imperialism 
and a change in the balance of power in favour of social¬ 
ism. It also reflects the historical and national conditions 
obtaining in individual countries. 

The dictatorship of the proletariat engendered by the 
socialist revolution ensures the victory of socialism, but it 
undergoes changes itself as socialism develops. When the 
exploiting classes are eliminated, the function of putting 
down their resistance dies out. During the building of so¬ 
cialism, the economic, organisational, cultural and cduca 
tional functions of the dictatorship of the proletariat arc 
comprehensively developed. By ensuring tho final and com¬ 
plete victory of socialism, the dictatorship of the proleta¬ 
riat fulfils its historical mission and, from the point of 
view of the tasks of internal development, ceases to be nec¬ 
essary- The state that arose as a dictatorship ol the pro¬ 
letariat becomes a state of the whole people, an organ ex¬ 
pressing the interests and will of the entire people. 

The socialist state of the whole people continues where 
the dictatorship of the proletariat began in building Die 
new society and serves as the organising foundation tor 
fulfilling the tasks of communist construction. 

The chief laws of socialist revolution 
and socialist construction 

The transition from capitalism to socialism is governed 
bv laws common to all countries that set out to build so¬ 
cialism. These are: (a) conquest of political power by the 
working class and establishment of a dictatorship of the 
proletariat--democracy for the working people under the 
leadership of a Marxist-Leninisl party; (b) a union of the 
working class and the hulk of the peasantry and all other 
strata of the working people; (c) elimination of capitalist 
























property and establishment of public ownership of the 
means of production; (d) a gradual socialist transformation 
or agriculture on the basis of co-operation; (e) planned 
balanced development of the national economy geared to 
building socialism and communism and raising the work¬ 
ing people s standard of living; (f) a socialist revolution 
in the spheres of ideology and culture and the creation of 
a numerous intelligentsia, devoted to the working class 
and the working people, as well as the cause of socialism: 
(g) elimination of national oppression and establishment 
of equality of rights and fraternal friendship between na¬ 
tions; (h) consolidation and development of the socialist 
state, defence of the gains of socialism against attacks by 
external and internal enemies; (i) solidarity of the work¬ 
ing class of a given country with that of other countries, 
i*e.» proletarian internationalism. 

The chief laws governing socialist revolution and social¬ 
ist construction show that, in any country, in the course 
MAif®? l revolution mainly one and the same task 
is lumtled—that of abolishing capitalist rule and of build¬ 
ing socialism. 

The Marxist-Leninist proposition on the chief laws of 
development of socialist revolution and socialist construc¬ 
tion provides the basis for the policy of the Communist 
and workers parties of the socialist countries. This ensures 
ine successful building of a socialist society. 

At the same time, the forms and methods of building 
socialism may be different, depending on the specific his- 
toncal conditions in each individual country. Although there 
are main lines common to all countries, the diversity of 
historically shaped national specifics and traditions engen¬ 
ders certain particular conditions for the development of 
..aT 1 . revolution and the building of socialism. 

All nations will arrive at socialism,” Lenin pointed 
out, this is inevitable, hut all will do so in not exactly 
the same way, each will contribute something of its own 
to some form of democracy, to somo variety of the dicta¬ 
torship ol the proletariat, to the varying rate of socialist 
transformations m the different aspects of social life.” 1 
But these specifics in no way change the essence of the 
main linos along which socialist revolution and socialist 
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construction develop. Differences in the practice of build¬ 
ing socialism may appear, for instance, in the forms of 
Ihe dictatorship of the proletariat, the forms of manage¬ 
ment of production, the various forms of co-operation in 
agriculture; but the dictatorship of the proletariat, the abo¬ 
lition of private ownership of the means of production, the 
co-operation of the peasantry and so on, together consti¬ 
tute the common factors without which the socialist system 
cannot develop. 

Any departure from the chief laws governing socialist 
revolution and socialist construction, nationalism or over¬ 
estimation of national specifics are detrimental to the build¬ 
ing of socialism. 

2. THE ECONOMY DURING 
THE TRANSITION PERIOD 

The economy during the period of transition from capi¬ 
talism to socialism is multistruotural, i.c., it consists of sev¬ 
eral economic structures. 

Economic structures arc various types of social econo¬ 
my based on different forms of ownership of the means of 
production and corresponding relations of production; they 
are characteristic of a given country at a certain historic¬ 
al stage in its development. 

The economic structures within the national economy of 
a country during the transition period may be different, 
owing to the specific historical situation in the country 
that has set out to build socialism. But there are three ba¬ 
sic structures common to all countries entering the period 
of transition from capitalism to socialism: socialist, small 
commodity and capitalist. 

The socialist structure 

The socialist structure in a national economy is created 
by socialisation of the means of production. 

The first and most important step made by the proleta¬ 
rian authorities in this direction is to take the command¬ 
ing positions in the economy through socialist nationalisa¬ 
tion. 

Socialist nationalisation is the revolutionary confiscation 






































by the proletarian state of the means of production belong¬ 
ing to the exploiting classes and their transformation into 
state, socialist property (national wealth). All the wealth 
of the class of capitalists was created by many generations 
of the working class, so when the working class takes the 
means of production from the capitalists during the social¬ 
ist revolution, it is restoring historical justice and carry¬ 
ing out a just act. Everything created by the people must 
belong to the people. 

As a result of the socialist nationalisation of the means 
of production, the basic contradiction of capitalism—that 
between the social character of production and the private 
capitalist form of appropriation—is abolished. Nationalisa¬ 
tion makes the relations of production correspond to the 
productive forces and removes the obstacles to their devel¬ 
opment. 

Nationalisation of the means of production destroys the 
economic domination of the bourgeoisie. The transfer of 
the means of production into the hands of the working 
people makes them the masters of the country, society’s 
dominant economic force. 

The first to be nationalised are big industry, the banks, 
railway transport, the merchant marine and means of com¬ 
munications, large-scale trading establishments, and the 
land, either fully or partially. 

Depending on the forms of the class struggle and how 
fierce it is, nationalisation during the transition period has 
its own specific features in each individual country. In the 
USSR, for instance, where the bourgeoisie waged an arm¬ 
ed struggle, organised plots against the Soviet authori¬ 
ties and did as much harm as it possibly could, nationali¬ 
sation was carried out without any compensation being 
paid to the former owners. In a number of European social¬ 
ist countries, nationalisation of the basic means of pro¬ 
duction in industry, transport, communications and of the 
hanks was carried out with small aud medium entrepre¬ 
neurs being paid a certain amount of compensation for 
their enterprises, including those belonging to capitalists 
from the Allied countries during the Second World War. 
Enterprises belonging to German and Italian capitalists 
and local collaborators with the Nazis were nationalised 
without any compensation. 

As a result of the nationalisation of the means of pro¬ 
duction and the implementation of a number of other meas¬ 


ures, the socialist state creates a new structure of the na¬ 
tional economy, one that had not existed before—the so¬ 
cialist structure. This embraces plants, factories, banks, 
transport, state farms, trading organisations and co-opera¬ 
tive associations—supply, credit, consumer and production 
co-operatives. The formation of the socialist structure of 
the national economy initiates the people’s tremendous 
creative w r ork in laying the foundations of the socialist 
economies. 

The socialist structure plays the leading role m the econ¬ 
omy of the transition period because it unites the key 
sectors of the national economy and has the most up-to- 
date and sophisticated technology. This structure consti¬ 
tutes the most progressive type of relations of production. 

Tn socialist enterprises there is no exploitation of man 
by man, worker’s labour power ceases to be a commodify, 
since he works for himself and for his own society, lhe 
output of the socialist structure is distributed among all 
the working people. 

The emergence of the socialist structure, with the dom¬ 
ination of socialised socialist ownership of tho means of 
production thus gives rise to new economic conditions, 
which provide the basis on which the new economic lavs, 
tho economic laws of socialism, emerge, develop and grad¬ 
ually expand their sphere of operation. The economic 
laws of capitalism gradually lose their force and ultimate¬ 
ly cease to operate. 

Small commodity 
and capitalist structures 

The small commodity structure embraces peasant hold¬ 
ings and the economies of craftsmen and homeworkers, 
based on private ownership of the means of production 
and personal labour. They are connected to a greater or 
lesser degree with the market. Small commodity produc¬ 
tion is based on private ownership of the means of pro¬ 
duction, and this it has in common with capitalist produc¬ 
tion. On the other hand, the small peasants have a vested 
interest in all forms of exploitation being eliminated, a de¬ 
sire the toiling peasantry shares with the proletariat. 

Ai the beginning of the transition period, the small com¬ 
modity structure covers the majority of the population in 


















many socialist countries, but as socialism develops, it is 
transformed into socialist production by means of co-ope¬ 
ration. 

The capitalist structure embraces economies based on 
private ownership of the means of production and wage la¬ 
bour. It is represented by rich peasants in the countryside, 
the owners of non-nationalised, usually small or medium¬ 
sized capitalist enterprises in the towns. Here there is ex¬ 
ploitation and labour power is a commodity. The surplus 
value is appropriated hy the owners of the means of pro¬ 
duction. 

Initially, the socialist state restricts the capitalist struc¬ 
ture, particularly the exploitation of labour power, and sub¬ 
sequently pursues a policy of abolishing it altogether. 

The socialist, small commodity and capitalist structures 
are the maiu ones in the economy of the transition pe¬ 
riod.. In addition to these, however, there also exist the 
subsistence peasant economy (patriarchal) and state capi¬ 
talism, their presence depending on the economic condi¬ 
tions in tho given country during the transition period. 
They do not necessarily exist in every country setting out 
to build socialism. 

In the USSR, for example, during the transition period 
there existed the patriarchal peasant economy and also 
slate capitalism in the form of concessions granted by the 
Soviet authorities to foreign capitalists, and "in several oth¬ 
er forms. Yet in the economy of the USSR state capital¬ 
ism did not develop broadly at all. 

The task of the transition period consists in ensuring 
the undivided sway of socialist relations of production and 
laying the foundations for socialism. For this purpose it 
is necessary, while developing the socialist structure as far 
as possible, to eliminate completely the capitalist one and 
to transform the small commodity structure into the social¬ 
ist form of economy. 


Classes in the transition period 

There are certain classes corresponding to the various 
economic structures during the transition period. 

The socialist structure is represented by the working 
class and the peasantry, united in co-operative enterprises. 
The small commodity structure involves small and me- 
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dium peasants in the countryside, craftsmen and artisans 
in the towns. 

The capitalist structure is represented hy the bourgeoisie 
in the town and rich peasants in the countryside. 

The position of the classes during the transition period 
changes fundamentally compared with their position under 
capitalism. 

The working class, which was an oppressed and exploit¬ 
ed class under capitalism, plays the leading role in soci¬ 
ety once the dictatorship of the proletariat has been estab¬ 
lished. It becomes the ruling class, holding state power and 
owning, jointly with all the other working people, the so¬ 
cialised means of production. 

The peasantry is liberated from dependence on big land- 
owners, receives from the socialist state land, protection 
from exploitation by rich peasants, and help in co-operat¬ 
ing. 

In its policy in relation to the peasantry during the tran¬ 
sition period, the socialist state is governed hy the Lenin¬ 
ist formula of an alliance with the middle peasant, reli¬ 
ance on the poor and struggle against the rich peasant. 
The pursuance of this policy results in the hulk of the peas¬ 
ants becoming allies of the working class in the building 
oT socialism. 

The working class and peasantry arc the chief classes 
of the transition period. In addition to the peasantry, the 
working class rallies round itself all the other strata of 
the working people—working intellectuals, craftsmen and 
artisans in the towns. 

The bourgeoisie loses power and the basic means of pro¬ 
duction, so ceases to be the dominant class during the 
transition period. But it remains strong for many years. 
This is because small commodity production spontaneous¬ 
ly gives birth to capitalism on a mass scale. Moroover, 
oven after losing its dominance, the bourgeoisie still en¬ 
joys the support of international capital. 

The contradictions 
of the transition period 

The multistructured economy of the transition period 
and the existence of hostile classes give rise to contradic¬ 
tions. The socialist structure during the transition period 
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is not yet all-embracing: it does not cover all sectors of 
the economy, especially agriculture. Capitalism still exists 
and wages a struggle against socialism, so Lenin pointed 
out that the period of transition from capitalism to social¬ 
ism “has to be a period of struggle between dying capital¬ 
ism and nascent communism—or, in other words, between 
capitalism which has been defeated but not destroyed and 
communism which has boen born but is still very feeble”. 1 

The contradiction between socialism and capitalism is 
the basic contradiction of the transition period. Who will 
ultimately triumph is decided in the course of a fierce class 
struggle. The outcome of this struggle depends on which 
of the contestants manages to draw the peasantry along 
with it. 

The correct policy pursued by Communist and workers’ 
parties, a policy of a firm economic and political union of 
the working class and peasantry, allows the proletariat to 
draw the toiling peasantry along with it. This decides the 
outcome of the struggle between socialism and capitalism 
in favour of socialism. 

There are also other contradictions during the transition 
period. For instance, in some countries there exists a con¬ 
tradiction between the advanced political system and the 
technological and economic backwardness of the country. 
This contradiction existed in the transition period in the 
USSR. It was characteristic to some extent of the majori¬ 
ty of the other socialist countries. During the transition 
period there is a contradiction between large-scale, integrat¬ 
ed socialist industry and small-scale, scattered, privately 
owned peasant farms. 

All these contradictions of the transition period are re¬ 
solved by implementation of the proletarian state’s policy. 


3. ECONOMIC POLICY DURING 
THE TRANSITION PERIOD. 

LENIN’S PLAN FOR BUILDING SOCIALISM 

In order to build socialism, a corresponding economic 
policy, i.c., a totality of measures aimed at eliminating 
capitalist elements arid ensuring the victory of socialism 

' v - L , Lenin, “Economics and Politics in the Era of the Dictator¬ 
ship oF the Proletariat , Collected Works, Vol. 30, 1977, p. 107. 


must be elaborated and implemented by the proletarian 
state. 

The economic policy during the transition period is gear¬ 
ed to consolidating the union of the working class and 
peasantry and the dictatorship of the proletariat, to devel¬ 
oping the country’s productive forces, destroying exploit¬ 
ing classes and building socialism. 

The economic policy of each country setting out to build 
socialism is determined by the state of the economy 
during the transition period and the balance of class for¬ 
ces. Its chief principles, however, retain their force in all 
countries building socialism. 

The Soviet government began to pursue such a policy 
in the spring of 1918, but the impact of foreign interven¬ 
tion, the Civil War and destruction made it necessary 
to go over to the policy of War Communism for some 
time. 

During the period of War Communism the Soviet author¬ 
ities made everything behind the lines serve the front. 
All industry, including small and medium-sized, was nat¬ 
ionalised and private trading prohibited. In the country¬ 
side surplus foodstuffs were requisitioned to supply the ar¬ 
my and workers. In view of the difficult conditions pertain¬ 
ing during the Civil War and foreign armed intervention, 
the Soviet government introduced a system of food ration¬ 
ing and labour conscription. All these measures together 
were known as War Communism, « necessary temporary 
policy pursued by the Soviet government and aimed at 
securing victory under the difficult conditions of the 
time. 

In 1921, as soon as the foreign intervention and Civil 
War were over, the Soviet authorities went over to the 
economic policy declared in the spring of 1918. In con¬ 
trast to War Communism, it was called the New Econom¬ 
ic Policy (NEP). The transition to NEP was initiated by 
the replacement of food surplus requisitioning by food ta¬ 
xation, which was less than the amount that had previous¬ 
ly been requisitioned. Everything the peasants had left 
after paying the food tax (in kind) to the state, they could 
dispose of at will, including by selling it. 

The introduction of the food tax and the permission to 
engage in private trade were necessary in order to provide 
an economic incentive to the peasants to improve agricul¬ 
ture, in order to restore light and heavy industry and, 
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once the country had accumulated both the strength and 
the resources, to mount a decisive offensive against the 
remaining vestiges of capitalism. 

The economic policy of the USSR's transition period was 
elaborated and implemented in a situation of capitalist en¬ 
circlement and the building of socialism in a single coun¬ 
try. Though this laid a certain imprint on how it was im¬ 
plemented, its main principles are of international signifi¬ 
cance. At the same time, the specific forms and methods by 
which the economic policy is implemented during the 
transition period in different countries have their own dis¬ 
tinguishing features owing to the historical conditions un¬ 
der which they develop. The other socialist states are im¬ 
plementing this policy under more favourable conditions. 
They have the wealth of experience of the Soviet Union 
to draw on, as well as scientific, technological and econo¬ 
mic assistance, and the experience aud mutual assistance 
of the countries of the socialist community. 

The economic policy during the transition period was a 
specific expression of Lenin’s plan for building socialism. 

Lenin worked out a scientifically substantiated plan for 
building socialism in the USSR, a plan that envisaged 
overcoming the country’s technological and economic back¬ 
wardness, implementing socialist industrialisation, a social¬ 
ist transformation of agriculture and a revolution in the 
cultural sphere. 


Socialist industrialisation 

One of the most important component parts of Lenin’s 
plan for building socialism is socialist industrialisation. 

Socialism can only be built on the basis of large-scale 
machine industry in all sectors of the national economy. 

A large-scale machine industry,” Lenin wrote, “capable 
of reorganising agriculture is the only material basis that 
is possible for socialism.” 1 

Most countries setting out to build socialism cannot in¬ 
herit such a developed material and technical basis from 
capitalism, which, since it came into being, has only man- 
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acred to complete the industrialisation of a small number 
of countries, in which only about 15 per cent of the world 
population live. Thus, for the majority of countries begin¬ 
ning to build socialism, industrialisation is vitally neces¬ 
sary. 

Socialist industrialisation means a development of large- 
scale industry to ensure a fundamental restructuring of 
the entire national economy, including agriculture, on the 
basis of machine technology. 

The central link in socialist industrialisation in the 
USSR was the priority development of the branches of 
heavy industry producing means of production: metals, 
fuel, machinery and equipment, building materials. Of par¬ 
ticular importance for industrialisation is the creation of 
a modern engineering industry. 

During socialist industrialisation the material founda¬ 
tions are laid for the development of socialist forms of 
economy—public and co-operative enterprises in industry 
and agriculture. Industrialisation gives these forms of econ¬ 
omy the technological supremacy they need in order to 
achieve a final victory over capitalist and small commodity 
production. 

The implementation of socialist industrialisation is the 
key to fulfilling all the other basic tasks involved in build¬ 
ing socialism—complete elimination of the capitalist 
structure, socialist transformation of agriculture, and the 
overcoming of the country’s technological and economic 
backwardness. 

Thus, for instance, the need for industrialisation in the 
USSR was dictated, first, by the fact that, until the victory 
of the October Revoluion, Russia had been technically and 
economically backward compared with the developed capi¬ 
talist countries. It was a country of small peasants, where, 
at the beginning of the transition period, the economic base 
was still more suitable for capitalism than socialism. Sec¬ 
ond, the USSR was surrounded by capitalist states striving 
to destroy or at least weaken the Soviet state. 

These circumstances necessitated rapid socialist industria¬ 
lisation, which was made possible by the socialist economic 
system and the specifics of the socialist method of industria¬ 
lisation. 

The domination of public socialist ownership of the 
means of production allowed industrialisation in the USSR 
to begin with the development of heavy industry, rather 
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than light, as was usually the case in capitalist countries. 
The socialist economic system allowed all internal reserves 
to be mobilised for and geared to the priority development 
of large-scale machine industry. 

The main sources of funds for industrialisation in the 
USSR were revenues from nationalised industry, agricul¬ 
ture, foreign and domestic trade, and the banking system. 
All these sources of internal accumulation provided billions 
of roubles, permitting large-scale investments to be made 
in industry, especially heavy industry. 

During the prewar five-year-plan periods (1929-1941) 
new industries were created—tractor-building, motor, chem¬ 
ical, machine-tool, aviation, and others. Thousands of fac¬ 
tories and plants came into operation. New enterprises began 
to play the chief role in the total volume of industrial 
output. 

As a result of the successful fulfilment of the programme 
for industrialisation, during the first two five-year-plan 
periods (1929-1937), the USSR had already been trans¬ 
formed from a backward, predominantly agrarian country, 
into a mighty industrial power; the country had achieved 
complete economic independence from the capitalist coun¬ 
tries and its defence capacity had grown immeasurably. The 
share of large-scale industry in the country’s gross product 
increased from 42.1 per cent in 1913 to 77.4 per cent in 
1937. By the ond of the Second Five-Year-Plan period, in 
terms of industrial output the USSR was in first place in 
Europe and second in the world. 

The successful development of industrialisation in the 
USSR eliminated the contradiction between the world’s 
most advanced political power and a backward technical 
and economic base, inherited from tsarist Russia. “The in¬ 
dustrialisation of the USSR,” runs the GPSU Programme, 
“was a great exploit performed by the working class and 
the people as a whole, for they spared no effort or means, 
and consciously made sacrifices to lift the country out of 
its backward state.” 1 

Socialist industrialisation was of equal importance for 
the other socialist countries. 

Their industrialisation was accomplished under more pro¬ 
pitious conditions than those that had obtained in the 
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USSR. These countries rely on the comprehensive assis¬ 
tance rendered by the Soviet Union and the other indus¬ 
trially developed socialist states, and this facilitates and 
speeds up the process of their industrial development. 

The socialist transformation 
of agriculture 

One of the first measures taken by the proletarian gov¬ 
ernment in the countries setting out to build socialism is 
an agrarian reform involving confiscation of the exploiters’ 
land and its transfer to the toiling peasants. 

When he was elaborating the Communist Party’s agri¬ 
cultural programme, Lenin foresaw that land reforms might 
be carried out in different countries both by nationalisation 
of all the land, and by the transfer of the land to the private 
ownership of the peasants. Lenin’s forecast has been fully 
confirmed by time. 

In the USSR, straight after the victory of tho socialist 
revolution, all the land was nationalised and then handed 
over to the peasants for their eternal and free use, but it 
remained the property of the stato. In other socialist coun¬ 
tries the land belonging to big landowners was confiscated 
and most of it given to the peasants as their private prop¬ 
erty. Only the land on which public enterprises were set 
up was nationalised. 

Yet neither nationalisation of the land nor its distribu¬ 
tion among the peasants is, in itself, enough to give rise 
to socialist relations of production in the countryside. 

The predominant form of economy in the countryside 
following tho agrarian reforms is still small-scale privately 
owned peasant holdings. Socialism, however, proposes the 
socialisation of the means of production not only in in¬ 
dustry, but also in agriculture. 

The need for a transition to large-scale socialist produc¬ 
tion in agriculture arises from the fact that socialism can¬ 
not be built on two opposing foundations: that of large- 
scale socialist industry and that of scattered and backward 
small peasant holdings. These holdings yield very low com¬ 
modity output, since the productivity of labour on them is 
very low. The fact that the peasant farms aro scattered 
and split up hampers the application of machinery and ad¬ 
vanced agrotechnology in agricultural production. In these 
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circumstances it is impossible to provide the growing popu 
lation of industrial towns with sufficient foodstuffs and in¬ 
dustry with agricultural raw materials. Nor can the welfare 
oi the peasantry itself be improved. 

Lenin worked out the ways and methods for the socialist 
transformation of agriculture on the basis of co-operation. 

He discovered the fundamental difference between co-ope¬ 
ration under a dictatorship of the proletariat and that un¬ 
der capitalism, pointing out that the growth of co-operation 
under the former and state ownership of the most impor¬ 
tant means of production indicates a growth of socialism 
itself. The transition of the peasants to large-scale co-ope¬ 
rative production makes it possible to equip agriculture 
with new machinery. At the same time, co-operation is a 
form of building socialism in the countryside in which 
the entire peasantry, even its poorest strata, can participate. 

Proceeding from this, Lenin put forward the all-out 
development of co-operation of the peasantry as a vital 
task of socialist construction. Lenin showed the methods 
by which the socialist transformation of agriculture must 
be carried out on the basis of co-operation. lie substantiat¬ 
ed the principle of voluntary association, which means that 
the peasants must not have socialist forms of economy 
thrust on them, and that the co-operative movement must 
not ho implemented by decree. 

A major principle of Lenin’s co-operative plan is that 
co-operation should be introduced gradually, beginning witli 
the most simple forms. The peasants’ road to socialism runs 
from consumer, supplies and sales, and credit co-operatives 
io the simplest production ones, from these to co-operation 
of a socialist type. 

Development of the simplest forms of co-operation in the 
spheres of supplies, sales and credit, the positive experience 
ol the work of the first collective and state farms show 
the peasants in practice the advantagesoflarge-scale social¬ 
ist farming and teach them the skills they need for run¬ 
ning farms collectively. 

The most vital conditions for successful co-operation of 
agriculture aro that the working class should be in charge 
of the building of socialism in the countryside and that 
all-round help and support should be provided by the prole¬ 
tarian state. Assistance from tho state takes many different 
forms—the provision of now agricultural machinery, money 
and seed loans, and so on, for tho peasants. 
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Lenin’s co-operative plan was first implemented in the 
USSR. The tremendous educational and organisational work 
carried out by the Communist Party and the Soviet Govern¬ 
ment resulted in the USSR seeing a fundamental turn by 
the peasantry towards collective farms in tho second half 
of 1929. Most of the peasants joined collective farms. 
Through collectivisation, the country’s most numerous ex¬ 
ploiting class—the rich peasants—were deprived of means 
of production. The socialist mode triumphed not only in the 
towns, hut also the villages. 

Collectivisation gave the Soviet state a socialist base 
not only in the most broad and vitally necessary branch 
of the economy, but also the most backward one—agricul¬ 
ture. Agriculture began to develop on the same basis as 
industry—public socialist ownership of the means of pro¬ 
duction. 

Under the leadership of the Communist Party and with 
the all-out assistance and support of the working class, 
the peasants of tho USSR set out towards socialism. 

The basic form of collective farming in the USSR was 
the agricultural artel, i.e., a form based on socialisation of 
the main means of production and the collective labour of 
the peasants, while the collective farmers retained their 
personal subsidiary holdings. The agricultural artel ensures 
a correct combination of the personal interests of the col¬ 
lective farmers and their social interests, and successfully 
facilitates the development of the productive forces in agri¬ 
culture. 

Collectivisation in the USSR made it possible to create, 
in only a few years, the world’s largest socialist agricul¬ 
ture, based on the most advanced technology, and to provide 
the country with a much larger saleable output. It laid the 
way for a sharp rise in the well-being of the collective 
farm peasantry. 

“The introduction in the Soviet countryside of large- 
scale socialist farming,” runs the CPSU Programme, “meant 
a great revolution in economic relations, in the entire way 
of life of the peasantry. Collectivisation for ever delivered 
the countryside from kulak bondage, from class differentia¬ 
tion, ruin, and poverty. The real solution of the eternal 
peasant question was provided by the Lenin co-operative 
plan.” 1 


1 The Road to Communism, p. 458. 
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The peasantry of the other socialist countries is confi¬ 
dently following the road laid by the toiling peasantry of 
the Soviet Union. The majority of socialist countries have 
already completed the socialist transformation of agricul¬ 
ture. 

The experience of the Soviet Union and the other social¬ 
ist countries shows that the basic principles of Lenin’s 
co-operative plan are applicable to every country setting out 
to build socialism. At the same time, individual countries 
might have their own specifics in the co-operation of peas¬ 
ant farms. 

thus, during the socialist transformation of agriculture 
in the countries of the socialist community, -where the 
land was distributed as private property among the peas¬ 
ants, transitional forms of co-operative farm appeared that 
did not exist in the USSE. On these farms, the land re¬ 
mained the property of the peasant co-operators, and in¬ 
comes were distributed not only according to their labour 
contribution, but also the quantity and quality of the land 
they had put at the co-oporative’s disposal. 

By creatively applying the basic provisions of Lenin's 
co-operative plan to the specific conditions in their own 
countries, the Communist and workers’ parties contribute 
to the development of Marxist-Leninist theory and enrich 
it with their own experience of building socialism. 


The revolution in the cultural sphere 

The rise in the culture of the broad masses of the popu¬ 
lation in the socialist countries follows on from the very 
nature of socialism. Lenin noted that socialism's task lies 
in putting all the achievements of culture at the service of 
the working people. And the working people take power in 
order to ensure that all material and intellectual boons be¬ 
come universally accessible. 

At the same time, the actual requirements of socialist 
production engender the need for an all-out rise in the 
culture and education of the working people. In order to 
develop socialist production, highly skilled, educated and 
conscious workers are required in all sectors of the national 
economy. Consequently, having taken power, the working 
class must work to organise the education, training and 
general mouldiug of the builders of socialism. 


244 


As a legacy from the bourgeoisie, and especially the feu¬ 
dal system, the socialist state receives a complete lack of 
education and illiteracy, so, initially, the proletariat has to 
take decisive, revolutionary measures in the struggle against 
the illiteracy and lack of culture of the broadest strata of 
the working people in both town and countryside. This is 
why Lenin called the elimination of illiteracy, the intro¬ 
duction of universal education, the organisation of other 
cultural and educational measures a “cultural revolution”. 
Lenin’s programme of revolution in the cultural sphere 
was a major contribution to revolutionary theory and prac¬ 
tice. 

The revolution in the cultural sphere consists in the broad 
working masses possessing all the boons of culture that 
were previously monopolised by the exploiting classes. In 
a short time, mass illiteracy of the adult population was eli¬ 
minated in the USSR and a new system of public education 
was created. General, free education in the local languages 
was introduced including primary, seven-year and secondary 
schools. 

Major measures were also taken in the sphere of higher 
and secondary specialised education, and this allowed a 
numerous, new, Soviet intelligentsia to he rapidly formed. 
A broad network of scientific establishments was set up 
and the professional and technical standard of the working 
class rose substantially. 

Major successes were scored in the spheres of the press, 
radio, television, the cinema, literature and the arts, and 
cultural and educational work in general among the popu¬ 
lation. 

The revolution in the cultural spherebroughttheworking 
people out of their intellectual slavery and ignorance, ac¬ 
customed them to the riches of culture accumulated by 
mankind. “The country, the bulk of whose population had 
been illiterate”, reads the CPSU Programme, “made breath¬ 
taking progress in science and culture.” 1 


1 The Hoad to Communism., pp. 458-59. 

245 


















4. THE VICTORY OF SOCIALISM 


Elimination of the multiplicity 
of economic structures 
and the victory of socialism 

As a result of the revolutionary transformations in the 
economy, political system and culture during the transition 
period, a new socialist society is created and socialism 
triumphs. 

The victory of socialism means that private ownership 
is replaced by the domination of public socialist ownership 
of the means of production. Instead of a multistructured 
economy, there is the undivided sway of the socialist struc¬ 
ture in the form of large-scale, socialist, mechanised enter¬ 
prises in town and village, and exploitation of man by man 
is abolished once and for all. 

Tho victory of socialism means that the entire economic 
life of the country is determined and directed by state 
plans. Socialist society is freed for ever from anarchy of 
production and crises. Social production is organised for 
the greatest possible welfare and the unhampered, all-round 
development of all members of society. 

Incomes are distributed between the working people of 
socialist society in accordance with tho quantity and quality 
of the labour they have contributed. The principle of “from 
each according to his ability, to each according to his 
work” is established. This ensures the material interest of 
the members of society in the results of their own labour, 
makes it possible to best combine personal and public inter¬ 
ests, and serves as a mighty stimulus to increasing the 
productivity of labour, raising the economy and the well¬ 
being of the people. Awareness of the fact that the working 
people are working not for exploiters, but for themselves 
gives rise to labour enthusiasm, innovation, initiative, and 
socialist emulation. 

From 1933 to 1937, in the USSR the socialist transfor¬ 
mations were completed and, basically, a socialist society 
was built. 

The victory of socialism led to fundamental changes in 
the class structure of society. The working class ceased lo 
bo a class deprived of means of production and became one 


that is free from exploitation and, jointly with all. the peo¬ 
ple, possesses the basic means of production. It became 
vanguard class, the leading force behind the development 
of society. 

The peasantry was transformed from a class of small, 
isolated producers into a completely new class, free from 
exploitation. In close alliance with the working class, the 
collective farm peasantry takes an active part in managing 
the socialist state. The similarity between the two forms 
of socialist ownership (public and co-operative) brought 
the working class and the peasantry closer together, con¬ 
solidated their alliance and made their friendship unbreak¬ 
able. 

A new intelligentsia dedicated to socialism, arose from 
among the people. It was provided with tho full opportunity 
to apply its knowledge fruitfully in the interests of the 
people building communism. The intelligentsia, together 
with the working class and the peasantry, participates 
actively in running the country. 

The victory of socialism eliminated the economic and 
political inequality of nations, the previous opposition be¬ 
tween town and country, between mental and physical 
labour. 

The common fundamental interests of the workers, peas¬ 
ants and intellectuals brought about tho unbreakable, socio¬ 
political and ideological unity of the Soviet people, the 
friendship of peoples and Soviet patriotism. 

The radical changes that took place in the economic, 
political and social spheres as a result of the victory of 
socialism in the Soviet Union were fixed legislatively in 
the Constitution of the USSR adopted in 1936. 


Developed socialism 

The USSR has now created a developed socialist society 
that is confidently proceeding from the first to I he higher 
phase of communism. 

“The developed socialist society to which Lenin referred 
in 1918 as to the future of our country,” it was noted at 
the 24th Congress, “has been built by the selfless labour 
of the Soviet people. This has enabled us to tackle in 
practice the great task set by the Party Programme, by 
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its latest congresses—that ol* building the material and 
technical basis of communism.” 1 

Developed, or mature, socialism is the period when the 
new social system—socialism—fully reveals its advantages 
in the economic, political, scientific, ideological, and cul¬ 
tural spheres, in the labour and life of the people, and 
creates the conditions necessary for the building of commu¬ 
nism. 

In socialist society: 

—all production, in town and countryside, proceeds on 
socialist principles, develops in a planned, balanced way, 
on the basis of an integral fusion of the achievements of 
the scientific and technological revolution and the advan¬ 
tages of socialism, for the sake of the increasingly full sa¬ 
tisfaction of the growing material and cultural require¬ 
ments of the people; 

- the country’s economy has attained a high level of 
development, with an interconnected, national economic 
complex having been created that includes the national 
economies of the union and autonomous republics and is 
developing according to a single state plan in the interests 
of the whole country and each republic individually; 

—class and national antagonism has been abolished and 
society as a whole and each nation and nationality have 
social structures of the same type, consisting of a working 
class, collective farm peasantry and working intellectuals; 

—comprehensive development with inseparable unity of 
union statehood and national statehood is ensured for re¬ 
publics on the principles of democratic centralism, social¬ 
ist federalism, and Soviet socialist democracy; 

—the necessary conditions have been created for the 
working people to take an active part in the development 
of science, technology and culture, while a flourishing, 
drawing together and mutual enrichment of the cultures 
of the socialist nations and nationalities have become the 
rule in the country’s intellectual life; 

—the ideology of Marxism-Leninism, socialist interna¬ 
tionalism and friendship between peoples have become en¬ 
trenched and there is an intensive exchange of material 

1 24th Congress of the Communist Party of the Soviet Union. 
March HO-April 9, 1971. Documents, Novosti Press Agency Pub¬ 
lishing House, Moscow, 1971, pp. 47-48. 


and intellectual values and personnel; the inter-influence 
f ul d internationalisation of the entire way of life ol the 
peoples gain strength in a variety of forms; 

V —there is comprehensive development ol the new his¬ 
torical community of people—the Soviet people—and con¬ 
solidation of the socio-political and ideological unity ol 

S °In political terms, the society of developed socialism is 
characterised by the state of the dictatorship of the prole¬ 
tariat being transformed into a socialist state of the whole 
people where the leading role belongs to the working 
class; in economic terms—by a further deepening ol the 
socialist socialisation of the means of production and la¬ 
bour. an improvement of the relations of production on 
the basis of a mighty development of the productive for- 
.ces. The building of developed socialist society in the 
USSR was fixed legislatively in the Constitution of the 
USSR adopted in 1977. 

In the course of the building and turther development 
of mature socialism, all the necessary material and intel¬ 
lectual preconditions are created for the transition to the 
new, higher phase of development—communist society. 

The Soviet people assumed the historical role of being 
the initiator and pioneer in laying the way for social de¬ 
velopment. 

The victory of socialism in the USSR was of tremen¬ 
dous international significance. It was a blow to the world 
capitalist system. In a short time, socialism showed its su¬ 
periority over capitalism, and this strengthened the work¬ 
ing masses’ faith in the might of the working class and 
the victory of socialism throughout the world. 

Socialism is now' scoring one victory after another in 
the countries of the socialist community. 

As a result of the successful implementation of the 
plans for socialist industrialisation and socialist co-opera¬ 
tion of agriculture the majority of the countries following 
the socialist course have eliminated the multiplicity of 
structures in their economies and made socialist relations 
of production dominant. 

This means that these countries have completed or are 
completing the transition from capitalism to socialism. The 
heroic efforts of the Soviet people and the peoples of the 
socialist community have proved and tested^ the way to the 
new social system for all other peoples on Larth. 
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Removal of the possibility 
of restoring capitalism 
in the socialist countries 


The victory of socialism resulted in (he new system of 
social production acquiring undivided sway in the country. 
This means that socialist relations of production were es¬ 
tablished throughout the national economy, and capitalist 
relations and the exploiting classes were abolished. 

Rut the victory of socialism in the USSR was not com 
plete. The USSR was the only country to have to build 
socialism in a capitalist encirclement. The imperialists 
were strong, so the danger remained of the bourgeois-land¬ 
owning order being restored by the forces of international 
reaction. 

After Ihc Second World War, the situation in the world 
changed and a number of countries began to build social¬ 
ism. The Soviet Union, which had already completed this 
process, entered the period of all-out building of commu¬ 
nism. The capitalist encirclement no longer existed. 

The growth of the economic and political might of the 
USSR, and the formation and consolidation of the world 
socialist system made if impossible for the socialist achieve 
merits to be cancelled out. The victory of socialism in 
the USSR was complete. Not only in the Soviet Union, hut 
also in the other socialist countries, the socio-economic 
opportunities for restoring capitalism have now been re¬ 
moved. The combined forces of the socialist community re¬ 
liably guarantee each individual socialist country against 
encroachments on the part of imperialist reactionaries. The 
solidarity of the socialist states in a single camp, its grow¬ 
ing unity and constantly increasing might ensure the ul¬ 
timate victory of socialism and communism throughout 
the socialist community. 

fhe building and development of socialism in individual 
countries and on the international scale are a great result 
of the historical creativity of the millions and millions of 
working people, who have taken their fate into their own 
hands. The scope for the historical creativity of the work- 
ing population of the world is, as Lenin himself predict¬ 
ed, growing. This reflects the inevitable transition from 
the prehistory of human society to its genuine, consciously 
created history. 
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'j’he historic triumphs of socialism are of tremendous 
international significance. The working people arc now 
convinced that capitalism will inevitably be replaced by a 
new society with tremendous advantages over the old one. 

Only in a socialist society can people find their true 
freedom and happiness. Only socialism liberates man from 
oppression, giving him broad rights and confidence in the 


future. .. 

“Socialism has shown mankind the prospect of deliver¬ 
ance from imperialism,” reads the basic document of the 
1069 International Meeting of Communist and Workers 
Parties held in Moscow. “The new social system based on 
public ownership of the means of production and on the 
power of the working people is capable of ensuring the 
planned, crisis-free development of the economy in the in¬ 
terest of the people, guaranteeing the social and political 
rights of the working people, creating conditions for gen¬ 
uine democracy, for real participation by the broad masses 
of people in the administration of society, for all-round 
development of the individual and for the equality and 
friendship of nations. It has been proved in fact that only 
socialism is capable of solving the fundamental problems 
facing mankind.” 1 

This is why the tremendous victories of socialism inspire 
the working people of the capitalist countries to strug¬ 
gle for their rights ana for liberation from capitalist op¬ 
pression. , 

The fact that socialism has been built in the USSR aim 
is being successfully built in the other countries of the so¬ 
cialist community clearly testifies to the triumph of Marx- 
ist-Leninist theory, which lights the way for the working 
people to liberation from capitalist slavery, and to the 
transition to the new social formation—communism. 


REVISION EXERCISES 

1. What is the essence of the revolutionary character of 
the transition from capitalism to socialism ? 

2. Why is the period of transition from capitalism to so¬ 
cialism necessary? 


i International Meeting of Communist and Workers' Parties, 
Moscow, 1969, pp. 21-22. 
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3. What is the dictatorship of the proletariat and what 
forms docs it take? 

4. What are the general laws of the transition period? 

5. How is the socialist structure formed in the national 
economy? 

6. What economic structures and classes exist during the 
transition period? 

7. What are the contradictions of the transition period? 

8. What is the economic policy of the state during the 
transition period and how is it implemented? 

9. What are the essence and significance of socialist in¬ 
dustrialisation? 

10. What are the essence and significance of socialist co¬ 
operation of agriculture? 

11. What does the victory of socialism imply? 

12. What ensures the removal of the socio-economic op¬ 
portunities for restoring capitalism in the socialist 


countries? 


Chapter X 

the productive forces 

AND RELATIONS 
OF PRODUCTION 
IN SOCIALIST SOCIETY 


The previous chapter showed the victory of socialism 
and its transformation into a world system. In order to 
study the economic laws and categories of socialism, a gen¬ 
eral description must first be given of tho productive forces 
ami relations of production in socialist society. 


1. THE PRODUCTIVE FORCES 

The productive forces of socialist society constitute large- 
scale machine production in all sectors of the naliona 
economy, based on the most advanced technology and me 
labour of workers free from exploitation. 

Large-scale machine production is, under socialism, pun 
lie property; it develops in a planned, balanced way and 
is used to raise the material welfare and cultural level ol 
all the working people. This fundamentally distinguishes 
socialist from capitalist production. . 

Important features of large-scale machine production m 
socialist society are its high technical standard and rapid 
and continuous technical progress. 


Technical progress 


The current scientific and technological revolution opens 
up broad opportunities for technical progress under social¬ 
ism. Thus, the integral fusion of the achievements oi the 

















scientific and technological revolution with the advantages 
of socialism entailed technical progress. Technical prog¬ 
ress in the national economy means a steady development 
of science and technology and a rise in the cultural and 
technical level of the working people, the most advanced 
organisation of production, and on their basis, an all-out 
increase in the productivity of social labour. 

Under socialism, technical progress in the various branch¬ 
es of production is continuous and planned, with the la¬ 
test scientific and technological achievements and the crea¬ 
tive activity of the working people being used broadly. 
Technical progress is a powerful means for increasing the 
public wealth in order to ensure a steady rise in the peo¬ 
ple’s living standards. 

The main lines of technical progress under socialism are 
an improvement in the instruments and techniques of pro¬ 
duction, mechanisation and automation of labour proces¬ 
ses, electrification of the national economy, widespread 
use of chemicals in production, and the use of nuclear po¬ 
wer for peaceful purposes. All these arc closely interlink¬ 
ed and mutually conditioning. Mechanisation is a precon¬ 
dition for automation. Mechanisation and automation de¬ 
velop on the basis of electrification of production, but elec¬ 
trification, in its turn, is unthinkable without comprehen¬ 
sive mechanisation and automation. The use of chemicals 
in the economy is impossible without mechanisation, auto¬ 
mation and electrification. But, on the other hand, the use 
oi chemicals is acquiring growing significance in the devel¬ 
opment of mechanisation, automation and electrification. 

The basis of technical progress is improvement of the 
instruments of production, which consists in invention and 
introduction into production of the most economical and 
productive machines. It is inseparably linked with an im¬ 
provement in production techniques: methods for extract¬ 
ing, processing and using raw and other materials, the in¬ 
troduction of new types of raw and other materials, the use 
of high and super-high speeds, capacities and temperatures 
and other means for intensifying production processes. 

Modernisation of equipment is of major economic signif¬ 
icance in technical progress. Modernisation is the renewal 
and improvement of existing equipment by replacing ob¬ 
solete parts, units, etc., of machines. The economic effective¬ 
ness of modernisation is seen in the fact that it makes 
it possible to increase the volume of production and im¬ 
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prove the quality of enterprises operation both rapidly and 

i relatively low cost. . , , . 

Improvement of the instruments of production is the basis 
for further development, of the country’s productive lorccs. 

Of major importance in the improvement of production 
under socialism is mechanisation of labour processes. Mech¬ 
anisation means manual labour being replaced by ma¬ 
chines This makes labour easier and more productive, ana 
speeds up the development of the socialist economy. 

Comprehensive mechanisation is developed on a broad 
scale under socialism and means mechanisation oi all in¬ 
terlinked production processes, both the main ones and au¬ 
xiliary ones. Comprehensive mechanisation raises the pro¬ 
ductivity of labour aud prepares the ground for automa¬ 
tion of production. . 

A higher stage of mechanisation is automation ,, i.e., tin- 
use of automatic machines which are soli -controlled anc 
completely eliminate manual labour. 

Automation of socialist production makes labour easier 
and saves on labour, helps to improve the quality and re¬ 
duce costs. The transition to automation, especially to com¬ 
prehensive automation of ail production processes, extends 
the service life of equipment, and makes it more reliable 
in operation. There is a drop in the amount of electricity 
used a rise in the standard of production and a cut m tne 
numbers of service personnel. The result is a sharp rise in 
the productivity of social labour. . 

In contrast to capitalism, whore mechanisation and auto¬ 
mation of production result in millions of workers being 
thrown on to the streets without jobs, mechanisation and 
automation under socialist conditions do not and cannot 
lead io unemployment. In socialist society, comprehensive 
mechanisation and automation of production processes are 
in the vital interests of the working people; they make the 
labour of millions of people easier and change its nature 
fundamentally; they increase labour productivity and cre¬ 
ate the conditions for reducing the length ot the working 
day and eliminating any substantial differences between 

mental and physical labour. , 

Improvement of the instruments ot production, moder¬ 
nisation, and mechanisation of labour processes, compre¬ 
hensive ’ mechanisation and automation of production arc 
accomplished on the basis of the development ot engmceT- 
mg instrument-making and metal-working. In the UbbK. 
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in the forty years from 1940 to 1980, the total volume of 
engineering and metal-working output rose 72 times. This 
meant unlimited opportunities for the development of the 
productive forces in all sectors of the national economy. 

Improvement of the instruments of production, mechan¬ 
isation and automation of production processes are insep¬ 
arably linked with electrification. Electrification means 
the introduction of electricity in all sectors of the economy 
and in everyday life. Electricity constitutes the source of 
power for modern technology, mechanisation and automa¬ 
tion. Jt is the basis for the improvement and intensification 
of production processes. Electricity engendered new bran¬ 
ches of production—electrometallurgy, the electrochemical 
industry, as well as new methods for processing metals. 

The USSR generated 1,295 billion kWh of electricity in 
1980, against tsarist Russia’s 1.9 billion kWh in 1913. In 
order to speed up the development, of electricity generating 
capacity, the construction is currently envisaged of more 
electric power stations: thermal ones using cheap coal, 
natural gas and crude oil, large-scale hydroelectric and 
nuclear ones. 

A major factor in the technical improvement of the nat¬ 
ural economy is the use of chemicals, which means the 
development of chemical methods of production. The in¬ 
troduction of the products of the chemical industry allows 
fundamental changes to be made in all sectors of the coun¬ 
try’s economy. 

In their revolutionary impact on production, chemicals 
arc on a par with electricity. Chemicals make it possible 
to change the qualities of natural materials, to create new 
materials with qualities not found in nature, i.e., to in¬ 
crease the quantity of means of labour several fold, to in¬ 
tensify production processes in industry and agriculture 
sharply. 

The successes scored by the chemical industry in pro¬ 
ducing synthetic materials have created the conditions for 
a rapid development of the most advanced industries, in¬ 
cluding nuclear power engineering, radioelectronics, rock¬ 
etry and others. Without the use of chemical products and 
methods, no further development would be possiblo in me¬ 
tallurgy, engineering, the power industry, construction, ag¬ 
riculture, transport, communications, the health service, 
and so on. Chemicals open up unlimited opportunities for 
the production of an extremely broad and diverse range of 
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nuality consumer goods. The chemical industry not only 
feeds people, it can also clothe them; it brings a multitude 
of convenient, cheap and practical articles into their lives. 

At the current stage in technological development, nu¬ 
clear power is coming into increasingly widespread use. 
In the USSR there is a powerful nuclear power industry 
which has a great future before it. 

Such are some of the main spheres of technical progress 
in the Soviet Union. One indication of the success of So¬ 
viet science and technology is the fact that it was the 
USSR that built the first nuclear power station and sent 
up the first satellites, and also built the first atomic ice¬ 
breakers. One tremendous achievement of Soviet scientists 
and engineers was the world’s first manned space flight. 

The Communist and workers’ parties of the socialist 
countries show a constant concern for rapid technical pro¬ 
gress. For instance, the 26th CPSU Congress, in 1981, out¬ 
lined a grand programme for the period up to 1990 for in¬ 
troduction of the achievements of tbo scientific and tech¬ 
nological revolution. The Congress pointed out the need 
for a further rise in the effectiveness of all social produc¬ 
tion. To this end, deep qualitative shifts were outlined for 
production on tho basis or accelerated scientific and tech¬ 
nical progress. This means a priority development of the 
industries that determine scientific and technical progress, 
the implementation of a single technical policy, further 
electrification, comprehensive mechanisation and automa¬ 
tion, technical retooling of the key branches of production, 
the introduction of fundamentally new technology, mate¬ 
rials, production techniques, the rapid utilisation of the le- 
sults of scientific research in production, and the develop¬ 
ment of production and widespread use of automatic ma¬ 
nipulators (industrial robots). 

The material and technical basis 
of socialism 

The material and technical basis of a society rests on 
the existing level of development of the productive forces 
and accords with the character of the dominant relations 
of production. 

Socialism creates its own material and technical basis, 
which gradually develops into that of communism. 
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The material and technical basis of socialism rests on 
large-scale machine production developing in a planned, 
balanced way in all sectors of the economy, with a prio¬ 
rity growth of the production of means of production. 

Large-scale machine production makes it possible to use 
modern means of labour, and the achievements of science, 
technology and progressive production techniques on the 
scale of the whole socialist society. Thus, large-scale ma¬ 
chine production creates the material preconditions for a 
steady growth of the productivity of labour. It allows so¬ 
cialist society, with the help of machinery, to make la¬ 
bour easier, to cut the working day and thus save lime for 
a continuous improvement in the cultural and technical 
standards of industrial personnel. 

The material and technical basis of socialism is distin¬ 
guished by a high degree of socialisation, which takes the 
form of concentration, specialisation and co-operation in 
industry. Concentration of production embraces production 
as such, labour power and the output of products in increas¬ 
ingly large enterprises. Socialist production is the most 
concentrated in the world. One form in which the concen¬ 
tration of production is manifested is combination. 

Combination of production means the concentration of 
various industries, interconnected by the production pro¬ 
cess, in one large enterprise. For instance, the Magnito¬ 
gorsk Iron and Steel Combine carries out a full cycle of 
iron and steel production and includes huge iron and steel 
workshops, enterprises in the mining, coke and chemical, 
refractory and other industries. A combine is an integral 
technological and production unit. 

Examples of combination are petrochemical combines, 
which provide for comprehensive oil refining, the produc¬ 
tion of petrol and lubricating oils, synthetic rubber and 
spirit, acetic acid, acetone, plastics and other types of 
petrochemical processing. Combination of production has al¬ 
so become widespread in the pulp-and-paper, food, textile 
and other industries. 

One distinguishing feature of the material and technical 
basis of socialism is broad, planned specialisation and co¬ 
operation of enterprises. Specialisation is the procoss of 
the separation of enterprises characterised by special equip¬ 
ment, the production technique, and corresponding skilled 
personnel, and producing one particular finished product 
or part of a finished product. 
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Specialisation is based on a division of labour between 
individual enterprises. Specialised enterprises offer much 
greater opportunities for using highly productive equip¬ 
ment, introducing standardisation and mass, flow-line pro¬ 
duction on the basis of comprehensive automation and me¬ 
chanisation. Specialisation ensures a steady rise of labour 
productivity, an improvement in the quality of output and 
a rational organisation of labour. 

Specialised enterprises require close interlinks with one 
another. This is accomplished by means of co-operation. 
Co-operation is the planned, balanced establishment of 
constant production links between enterprises jointly manu¬ 
facturing a particular product, but which arc economically 
independent of one another. 

There is intraregional co-operation, when production 
jinks connect enterprises within a single economic region, 
and interregional co-operation, when they connect enter¬ 
prises in different regions. 

The forms of socialisation of socialist production consid¬ 
ered above are characteristic of all sectors, including ag¬ 
riculture. The multisectoral system of agriculture is insep¬ 
arably linked with production specialisation. 

Specialisation and co-operation of production are accom¬ 
plished not only within a single country, hut also between 

socialist countries. . 

One characteristic feature of the material and technical 
basis of socialism is a high technological level in all sec¬ 
tors of the national economy, achieved as a result of sci¬ 
entific and technical progress. In the socialist economic 
system, machines are used whenever this benefits society, 
i.e., whenever they save on human labour and make it 

easier. . 

Large-scale socialist enterprises based on the most ad¬ 
vanced technology are one aspect of the productive forces 
of socialist society. The other, main part of the productive 
forces of society consists of people themselves, with their 
labour skills. 

The working people— 

the chief productive force of society 

During Lbe production of material wealth, people con¬ 
stantly improve the instruments of labour, invent ma¬ 
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chines, find applications for natural riches and, at the same 
time, enrich and improve their production experience and 
technical knowledge. Only people can make machines run, 
so theirs is the decisive role in the development of pro¬ 
duction. The primary productive force of all mankind, Le¬ 
nin said, is the working man. Large-scale machine produc¬ 
tion and technical progress in all sectors of the national 
economy demand large numbers of more and more skilled 
and educated workers. Socialist society has a vested inter¬ 
est in the level of skills, as well as the cultural level of 
the people, steadily rising. The mass-scale, planned train¬ 
ing of skilled workers in the USSR is accomplished 
through the system of slate vocational schools. Every year 
sees an increase in the number of skilled workers train¬ 
ed in enterprises on various types of courses and in differ¬ 
ent sorts of schools, as well as through work-team and in¬ 
dividual training. 

A significant share of young workers receive special 
and general education through the system of evening 
schools, technical schools and higher educational establish¬ 
ments. Of tremendous importance for improving the train¬ 
ing of skilled, highly educated personnel in the USSR is 
the implementation of compulsory secondary education. 

Socialism ensures the highest possible cultural and tech¬ 
nical level of all the working people. This is manifested 
in the changing professional composition and rise in the 
educational level of the working people. The overall num¬ 
bers of experts with a higher or secondary specialised edu¬ 
cation employed in the economy of the USSR (including 
on collective farms) was 26.4 million in 1980, against 
190,000 in 1913. 

The development of large-scale machine production has 
led to a growth in the numbers of the working class. In 
1928, there were 10.8 million factory and office workers 
in the USSR, and in 1980 there were already 112.5 mil¬ 
lion. 

The socialist system brings an unprecedented increase 
in the creative activity of the broad population. Under so¬ 
cialism, each working man is interested in raising the prod¬ 
uctivity of labour, in a steady and rapid development of 
the productive forces, since he works for himself, for his 
own society. 


2. RELATIONS OF PRODUCTION 


Socialist relations of production differ fundamentally 
, ‘(ini the rotations of production under capitalism and other 
social formations based on private ownership of the means 


The foundations of the relations 
of production under socialism 

Socialist relations of production arc based on socialised 
ownership oi the means of production, holding undivided 
sway in all sectors of the national economy. 

In the Manifesto of the Communist Party, Marx amt 
Engels wrote: '“The distinguishing feature of Communism 
is not the abolition of property generally, but the abolition 

of bourgeois property.” 1 f 

Of decisive significance in the system of relations oi 
production is the way the worker is connected with Ihe 
means of production. Under capitalism, the two counter- 
pose each other, since the means of production are the pri¬ 
vate property of capitalists. They arc combined in produc¬ 
tion by the sale and purchase of labour power, winch 
means bondage and exploitation of the working people. 
Tliis is why, under capitalism, the working people wage a 
constant battle for the abolition of private property. 

In socialist society, the working people do not stand in 
opposition to the means of production; they own them. 
Under socialism the working people are, therefore, interest¬ 
ed in the all-out consolidation and development of social¬ 
ised ownership. . , . . e ., 

What then, characterises socialised ownership of the 
means of production? Above all it implies that the means 
of production belong to the working people and cease to 
be capital, a means of exploitation. 

Socialised ownership of the means of production under 
socialism also determines the corresponding character o 
the relations between people in production, exchange and 

' Karl Marx and Frederick Engels, “Manifesto of the Communist 
Party", Collected Works, Vol. 6, Progress Publishers, Moscow, 1J70, 
p. 498.’ 
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distribution. I liese relations are characterised by comrade¬ 
ly co-operation and socialist mutual assistance between 
people free from exploitation, by distribution of products 
to the benefit of the people themselves, according lo the 
principle of "to each according to his work”. 

In fact, when the means of production belong to the 
people themselves, when every member of society indivi¬ 
dually and society as a whole are equally interested in in¬ 
creasing production, the relations between people become 
friendly. In striving to produce more, people do every¬ 
thing to help one another succeed. The common interests 
of the working class, peasantry, intelligentsia, indeed all 
members of socialist society, being free from exploitation, 
provide the basis for comradely co-operation and socialist 
mutual assistance. These relations lake shape within en¬ 
terprises, between enterprises, between state enterprises 
and collective farms, between the working class and the 
peasantry, and so on. 

The relations of comradely co-operation and mutual as¬ 
sistance, the overall creative activity of people, open up 
unlimited opportunities for development of the productive 
forces. 

Inherent in capitalism is an antagonistic contradiction 
between the social character of production and the private 
capitalist form of appropriation of the results of produc¬ 
tion. Under socialism, this contradiction is abolished, for 
corresponding to the social character of production there is 
social appropriation of the products of labour. As a result, 
socialist relations of production open up broad opportuni¬ 
ties for the continuous and rapid development of the pro¬ 
ductive forces. 

Socialist relations of production gradually change as the 
productive forces become more sophisticated, but the rela¬ 
tions of production themselves are not passive in relation 
to the productive forces. As they improve, they ensure un¬ 
limited scope for the development of the productive forces. 


\ he two forms of socialist property 

Socialist property, as has already been shown, emerges 
during the period of transition from capitalism to social¬ 
ism. 

Hie working class, orice it has seized political power, 
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....counters, on the one hand, large-scale capita ist property, 
wHicli is nationalised and transferred into the hands of 
1P socialist state (this is how state socialist properly emor- 
L-f and, on the other hand, small private property of peas¬ 
ants artisans and craftsmen, based on their personal la¬ 
bour. Small and medium commodity producers voluntarily 
combine in production co-operatives, and their property is 
socialised on co-operative principles. This is how collective 
farm and co-operative property emerges. 

Consequently, under socialism, socialised properly exists 
in two forms: m the form of slate public property, i.e., the 
properly of the whole people, and in the form of collective 
farm and co-operative property, i.e., the property of indiv¬ 
idual collective farms and co-operative associations. 

The property of trades unions and other social organisa¬ 
tions required for them to fulfil their set functions is n so 

socialist property. . 

The existence of two forms of socialist property ac¬ 
counts for that of two forms of socialist enterprise, similar 
in social nature-public, collective farm and co-operative 

ones. 

The predominant and leading form of property in all so¬ 
cialist countries is state (public) property. 

Slate (public) property in the USSR includes the land, 
minerals, water, forests, factories and plants, mines and 
quarries, rail, water and air transport, hanks, means o. 
communication, slate farms, repair and service stations, 
state-owned trade and procurement enterprises, municipal 
services, housing in towns and workers settlements, as well 
as the output of public enterprises. 

Collective farm and co-operative property in the Ubbti 
includes the property of 25.2 thousand collective farms 
(1980); agricultural machinery (tractors, combine harvest¬ 
ers etc) agricultural installations, socialised draft and 
commercial livestock, subsidiary enterprises for processing 
agricultural raw materials, collective farm power stations, 
a broad network of cultural and communal amenities and 
services, as well as the output of collective farms and other 
co-operative enterprises. 

During the building of socialism, there is an increase m 
commonly-owned collective farm property. 

The co-operative form of properly exists not only m ag¬ 
riculture, but also, for instance, in trade. In the UbbK, 
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there are co-operative trading enterprises in the form of 
consumer associations, mainly of the rural population. 

Such are the chief forms of collective farm and co-oper¬ 
ative associations in the USSR, and they have now become 
broadly developed in other socialist countries, too. 

In their socio-economic nature, public property and col¬ 
lective farm and co-operative property are of the same 
kind. In what way? State enterprises and collective farms, 
first, are based on socialised socialist means of production 
and collective labour; second, they exclude exploitation of 
man by man; third, they operale in a planned, balanced 
way, in order to improve the welfare of the people; fourth, 
they implement the socialist principle of distribution ac¬ 
cording to work done. 

Ihe fact that the two forms of property are of the same 
kind does not, however, imply that there are no differences 
between them. The main difference between public prop¬ 
erty and collective farm and co-operative property is their 
differing degrees of socialist socialisation of the means of 
production. In public enterprises, all the means of produc¬ 
tion throughout the country are socialised (constitute na¬ 
tional property), but in collective farm and co-operative 
ones, the means of production are the property of indivi¬ 
dual collectives (collective farms, artels). The output of 
public enterprises belongs to the whole nation. The output 
of collective farms is the property of the given collective 
farm. 

Tbe different degree of socialisation of production engen¬ 
ders different forms of payment to tho people working in 
production and different forms of management. In public 
enterprises, tho socialist state administers through its rep¬ 
resentatives—directors appointed by state bodies. Collec¬ 
tive farm and co-operative affairs are run by a general 
meeting of members and its elected board of management 
headed by a chairman. 

Tho development of thb productive forces entails an in¬ 
crease in the degree of socialisation of collective farm 
production, a gradual rise in the collective farm and co¬ 
operative form of property to the level of national property. 
As communism is built, these processes will eventually re¬ 
sult in the public form and collective farm and co-opera¬ 
tive form of property coalescing into a single form of com¬ 
munist property owned by the whole people 
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Personal property 

Under socialism social property applies to the means of 
production and output. Part of this output, consisting of 
consumer goods, is distributed among the people in ac¬ 
cordance with the quantity and quality of the work each 
of them has done and becomes their personal properly. 

Under socialism, personal property means ownership by 
individuals of products of labour intended for personal con¬ 
sumption. In the USSR, personal property includes wages 
and savings, part of the country’s housing, domestic items, 
personal consumer goods and amenities. 

A particular form of personal property under socialism 
is the personal ownership of the collective farmer’s house¬ 
hold which consists of his house, and adjoining structures, 
domestic livestock and fowl, and small agricultural im¬ 
plements required for cultivating his personal holding. It 
is based on personal labour of the collective farmer and 
his family, and is of a subsidiary nature. 

The source of personal property in socialist society is la¬ 
bour in social production. Under socialism, the domination 
of socialist ownership of the means of production lays him 
foundations for increasing satisfaction of the personal re¬ 
quirements of the working people arid growth in Iheir per¬ 
sonal property. This is ensured by tho consistent imple¬ 
mentation of tho principle of personal material interest 
through wages according to the quantity and quality ol la¬ 
bour. This increase in personal property does, however, 
have its limits. Under socialism, personal property cannot 
be used to the detriment of the interests of other indivi¬ 
duals or the slate as a whole. 

Economic laws 

On the basis of socialist ownership of the means of pro¬ 
duction, the economic laws of socialism emerge, develop 
and operate: the basic economic law of socialism, the law 
of the planned, balanced development of the national econ¬ 
omy, the law of distribution according to work done, and 
others. The economic laws of socialism express the essence 
of socialist relations of production and aro objective in 
character. They arise and operate irrespective of people’s 
will or desire. This does not mean, however, that the eco- 
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noinic laws are similar to the laws of nature in operating 
on their own. Economic laws, as the laws of relations of 
production, cannot operate in the absence of people 
or social production. The objective character of the 
economic laws of socialism engendered by the socialist re¬ 
lations of production merely implies that, in their actions, 
people proceed from these laws and cannot ignore their 
operation. 

A lack of understanding of the objective character of the 
economic laws of socialism and a disinclination to take 
them into account in economic operations has negative 
consequences. The economic laws make themselves fell 
if the people violate them. 

The way in which the economic laws of socialism ope¬ 
rate differs fundamentally from that in which the economic 
laws operate under capitalism. The difference is that the 
economic laws of socialism do not operate spontaneously, 
hut are used consciously and in an organised way by so¬ 
ciety. As Engels put it, the same difference exists between 
the economic laws of capitalism and socialism as between 
lightening striking from the sky and electricity in human 
hands. 

Socialist property unites people’s actions in integrated 
economy with a single leadership, so, under socialism, 
there is no chance for society to develop spontaneously. It 
becomes possible and necessary to make conscious use of 
the economic laws of socialism on the scale of society as 
a whole. For instance, without centralisation in decision¬ 
making on the chief issues, no planned, balanced develop¬ 
ment of the economy is possible. Without unified slate gui¬ 
dance, the plans for individual enterprises would lose their 
significance since the activities of each enterprise would 
simply involve adapting to the changing play of market 
forces. Spontaneity and socialism are incompatible and 
mutually exclusive. 

The economic laws of socialism arise and operate on 
the basis of specific conditions, so a change in these con¬ 
ditions either provides the economic laws with greater 
scope for their operation or narrows their sphere of action 
and leads them to dying out. 

Thus, for example, the role of the law of the planned, 
balanced development of the economy increases with the 
transition to a single, communist ownership. The sphere of 
operation of the law of distribution according to work done, 


266 


ihc olber hand, becomes narrower and narrower with the 
frinliUon to communism and, in developed communist so- 
•f, V this law dies out completely, since distribution of 
Se material wealth will then be according to needs 
1 \ scientific knowledge of the economic laws of social- 
• is necessary in order that they might be used in so- 
3JJS practical activities for elaborating and implement- 
Sg the economic policy of the Communist Party and the 

socialist state. 


3. THE BASIC ECONOMIC LAW 
OF SOCIALISM 

Under socialism, given socialist ownership, the centuries- 
old longing of the working people for an improvement m 
the condition is truly fulfilled. Socialist producUon is organ¬ 
ised in order to satisfy the material and intellectual ie 
quiremenls of all members of society. Tins is its direct 
goal and natural purpose. Only in tins direction, m the di¬ 
rection of raising the standard of living of the population, 
for the sake of ensuring the full welfare and unhampered, 
all-round development of all members of society, can so¬ 
cialist production develop successfully. f 

The iroal of socialism is the increasing satisfaction ol 
the neoule’s growing material and cultural requirements. 
When describing socialist society, Marx and Engels s tow¬ 
ed that, while the ultimate goal of any activity m cap tM 
ist society is to make money, and the receipt by capitalists 
of surplus value is the motive force and final result of 
production, under socialism production develops in order 
to satisfy the requirements of society itself and of all it 
members. “With this recognition, Engels wiote at h , 
of the real nature of the productive forces of today, the so¬ 
cial anarchy of production gives place to a social regula¬ 
tion of producUon upon a definite plan, according to the 
needs of the community and of each individual. 

Lenin pointed out that socialist society will replace the 
capitalist one to ensure the lull welfare and al -round de¬ 
velopment of all its members Lenin often stressed the 
idea that socialism alone provides an opportunity .or 


' F. Engels, Anti-Duhring, Progress Publishers, Moscow, 197a, 
p. 332. 
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actual subordination of social production and distribution 
to scientific considerations and people’s interests and re¬ 
quirements, in order to make tbe life of all working people 
as easy and prosperous as possible. 

Lenin said that, while formerly human genius, the brain 
of man, had been used to create merely in order to provide 
some people with the benefits of technology and culture, 
and deprive others of the most essential things—education 
and development, now, under socialism, all the wonders of 
technology, all the achievements of culture, would become 
universally accessible and human genius and man’s brain 
would never again be turned into means of coercion and 
exploitation. 

Satisfaction of the requirements of all members of socie¬ 
ty is objectively conditioned by socialist relations of pro¬ 
duction. No other purpose for production is possible under 
socialism, for, in a socialist society, there is no private 
ownership of the means of production and no, consequent¬ 
ly, economic basis for the exploitation of man by man. All 
the means of production and all the products of labour 
belong to the working people themselves, united on the 
basis of socialist ownership of the means of production. 
The economic interests of the working people, who own the 
means of production and products of labour, are the chief 
motive force behind the development of production under 
socialism. All the development of social production is car¬ 
ried out for the sake of man and for the benefit of man. 
This fundamental specific of socialist production is mani¬ 
fested in the basic economic law of socialism. 

Its essence is that the direct objective of socialist pro¬ 
duction becomes the full welfare and unhampered, all¬ 
round devedopment of all members of society, to be ensur¬ 
ed through a continuous rise and improvement of social 
production. According to the Article 15 of the Constitu¬ 
tion of the USSR, “the supreme goal of social production 
under socialism is the fullest possible satisfaction of the 
people’s growing material, and cultural and intellectual re¬ 
quirements”. 1 

The basic economic law of socialism reflects the goal of 
socialist production and the way to attain it; it determines 

' Constitution (Fundamental Law) 0 J the Union of Soviet So- 
1977 p R $ uhhc *’ NovoStl Press A gency Publishing House, Moscow, 


the motive force of socialist society and its fundamental 

difference from capitalism. . , . , , 

The Marxist-Leninist party and the socialist state sub¬ 
ordinate all their activities in developing the national econ¬ 
omy and socialist culture to the chief humane goal ol 
achieving ever fuller satisfaction of the people’s material 
and cultural requirements and their all-round development. 
As is stated in llie “Guidelines for the Economic and So¬ 
cial Development of the USSR for 1981-1985 and for the 
Period Ending in 1990”, adopted by the 26th Party Con¬ 
gress in 1981, “during the 1980s the Communist Party 
will continue consistently to implement its economic, strat¬ 
egy, the supreme objective of which is steady improve¬ 
ment of the material and cultural standards of the people’s 
life and the creation of belter conditions for the all-round 
development of the individual, based on further growth of 
the efficiency of all social production, higher labour pro¬ 
ductivity and greater social activity of the Soviet people . 

On what docs the successful fulfilment of this task de¬ 
pend? The chief means for fulfilling it is a continuous 
development and improvement of social production on the 
basis of advanced technology. And this means that each 
worker in socialist society must work selflessly and, with 
his labour, create the possibility of a steady rise in the 
well-being of the entire nation. 

The workers in socialist society understand that, only 
by ensuring the continuous development and improvement 
of social production, can a rise in their standard of living 
1)0 ensured. 

In the process of the development and improvement of 
social production the material and intellectual precondi¬ 
tions are created for building communist society. Conse¬ 
quently, the basic economic law of socialism is that of the 
movement and development of socialist society towards 

communism. ,, . _ . . t 

All the measures taken by the Marxist-Leninist paities 
in the socialist countries are geared to ensuring a steady 
rise in the standard of living. 

Every working person in the USSR feels the benefits ol 
this policy pursued by the Communist Party. Since the 

i Documents and Resolutions. The 20th Congress of the Com¬ 
munist Party of the Soviet Union, Novosti Press Agency 1 ublislnng 
House, Moscow, 1981, p. 163. 
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inception of the Soviet Union, the living standards in the 
country have increased immeasurably. In comparison with 
1913, the national income in the USSR had risen 73-fold 
by 1979. brom 1950 to 1980 alone, the national income in¬ 
creased by 756 per cent, compared with a 177 per cent 
rise in the USA. The per capita national income in the 
USSR increased by 480 per cent between 1950 and 1980 
compared with an 88 per cent rise in the USA, 198 per cent 
in France and 82 per cent in Britain. There has been a sig¬ 
nificant rise in the real incomes of both wurkers and peas¬ 
ants. Compared with the prerevolutionary period, by 1979, 
the real incomes of industrial and construction workers, tak¬ 
ing into account the elimination of unemployment and 
shortening of the working day, had increased by 950 per 
cent on average per worker, while those of the toiling 
peasants had risen almost 16 times. Between 1940 and 
1980 the real incomes of industrial, office and professional 
workers increased by 300 per cent, while those of the 
collective farmers by 590 per cent. 

lhe growth of the material welfare and living standards 
of the working people is reflected in their purchasing pow¬ 
er. Consumption goes up by the year. 

3he historic transformations in the social structure of 
society in Lhe USSR wero accompanied by fundamental 
changes in the mode of life of all Soviet people, by an in¬ 
tensive development of its socialist, social features and by 
a substantial rise in the working people’s standard of living. 

Unemployment has been completely abolished in the 
USSR and the length of the working day is being syste¬ 
matically reduced. Working conditions are being made 
more healthy everywhere; tremendous work has been done 
to improve the people’s housing and living conditions, while 
the USSR maintains the lowest rents in the world; educa¬ 
tion is universal and paid for by the state. In 1974, com¬ 
pulsory universal secondary education was introduced. So¬ 
ciety assumes a significant part of the cost of bringing up 
the younger generation. There is a single, unified system 
of pensions, which are paid by the state and collective 
farms. The.pensionable ago in the USSR is lower than in 
most countries; medical care is free of charge and exten¬ 
sive care is shown for mothers and children. In fifty years, 
the average life expectancy has more than doubled. The 
material welfare of the people will rise even further in the 
future. 



The Eleventh Five Year Plan (1981-1985) provides Tor 

increase in the share of the national income, used for 
consumption and accumulation, by 18-20 per cent, while 
pcr capita real incomes arc to rise by 16-18 per cent. 

1 Socialism has already brought the working people tre¬ 
mendous benefits. The future development of the most ad¬ 
vanced, genuinely people’s social system will entail the all¬ 
round flourishing of the members of society and fulfilment 
of what the founders of scientific communism foresaw. 

4. THE ECONOMIC ROLE 
OF THE SOCIALIST STATE 

The development of the productive forces and improve¬ 
ment of socialist relations of production does not take place 
on its own, spontaneously. The decisive role in Lhe organi¬ 
sation of the production, distribution and exchange of prod¬ 
ucts at all stages of socialist construction belongs to the 
state, guided by the Marxist-Leninist party. 

The organising and mobilising role of the socialist stale 
in the country’s economy follows on from all the command 
posts in the economy being concentrated in the hands of 
the state. 

The bulk of the means of production in the socialist 
countries (over 90 per cent in the USSR) are the property 
of the whole people and are in the hands of the state and 
its representatives, both at the centre and the local level. 
The rest of the means of production, belonging to co-ope¬ 
rative enterprises, are also, in some form or another, sub¬ 
ject to centralised, unified management and planning. 

The socialist state is the first over stale of the working 
people. It reflects the interests of the people—those who 
create the material values, who ensure, with their own crea¬ 
tive labour, the existence and development of society. All 
the socialist state’s activities are carried out with the sup¬ 
port and active participation of the broad population. 

The socialist state is guided in its practical activities by 
the Marxist-Leninist theory of the laws governing the de¬ 
velopment of society. The economic policy of the socialist 
state is based on scientific analysis of the objective devel¬ 
opment processes in socialist society, which allows not only 
a correct assessment of the past, hut also a correct determi¬ 
nation of the development trends for the future. 
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The chief content of the activities of the socialist state 
consists mainly in economic, organisational, cultural and 
educational work. 

The socialist stale, proceeding from the economic laws 
of socialism, elaborates plans for the development of the 
economy and culture and, by mobilising the people, en¬ 
sures their fulfilment. It determines the scale, rate and pro¬ 
portions of the development of all sectors of the national 
economy, the volume and structure of investment. It orga¬ 
nises financial and credit affairs, composes the state budget 
and ensures its implementation, distributes the national in¬ 
come, determines the share of accumulation and consump¬ 
tion. The state keeps strict account of and control over the 
measures of labour and consumption. It determines the 
wage policy, organises commodity turnover, sets prices, and 
so on. The state trains and places, educates and moulds per¬ 
sonnel. It organises all links in the management apparatus. 

Tho guiding and organising force of the socialist state is 
the CPSU which directs the activities of all public authori¬ 
ties and social organisations of the working people (So¬ 
viets of People’s Deputies, trades unions, the Young Com¬ 
munist League, and so on) and mobilises the workers, 
peasants and intellectuals to fulfil the economic and polit¬ 
ical tasks. It educates the broad population and raises their 
communist consciousness. 

Thus, the socialist slate, under tho leadership of 
tho CPSU, carries out tremendous work embracing all 
aspects of the country’s economic affairs. 

The enormous growth of the productive forces in the 
USSR, and the development of the scientific and techno¬ 
logical revolution insistently demand a further improve¬ 
ment of the methods and forms of economic planning and 
management, and a strengthening of tho economic mechan¬ 
ism’s impact to increase the efficiency of production and 
the quality of work. 

Tho socialist state runs the economy on the principle of 
democratic centralism , this being the chief principle in the 
management of the socialist economy. It combines centra¬ 
lised planned management of the economy with socialist 
democratism, relying on the initiative and acliveness of 
the working people. 

The organisation of economic planning and management 
on the basis of democratic centralism presupposos that the 
central organs of power concentrate only on the key issues. 



Centralisation of management is combined with maximum 
development of local creative initiative on the part of the 
broad population. Lenin wrote that, under democratic cen¬ 
tralism, “the unity of essentials, of fundamentals, of the 
substance, is not disturbed hut ensured by variety in de¬ 
tails, in specific local features, in methods of approach , in 
in methods of exercising control”. 1 

The need for a further improvement of economic manage¬ 
ment methods was stressed at the 26th CPSU Congress 
in 

The chief principle of management is the unity of polit¬ 
ical and economic leadership. This means that issues must 
be decided with due account of the tasks of building com¬ 
munism and of national interests rather than local ones. 

One of the principles of economic management is a com¬ 
bination of sectoral and territorial management of enter¬ 
prises, which means that each enterprise is a component 
part both of a particular sector and of a territorial indus¬ 
trial complex. Tho need therefore arises for combining sec¬ 
toral and territorial principles in enterprise management. 

The 26th CPSU Congress noted that regional and sec¬ 
toral interests must be belter accounted for and combined 
in management of the economy and that territorial indus¬ 
trial complexes must be bettor managed. 

Of particular significance in the organisation of manage¬ 
ment is the principle of personnel selection. Like any other 
activity, management is carried out by people. Its success 
depends largely on the knowledge, abilities and skills ol' 
these people and their personal qualities. The selection and 
placing of personnel must ensure that, in his own section, 
each person will bring the greatest possible benefit and 
will work to the best of his abilities, knowledge and ex¬ 
perience. 

The principles behind management of tho economy aro 
determined by the operation of objective laws, so a knowl¬ 
edge of these laws and an ability to run the economy in 
order to create the widest possible scope for their impact 
on production constitute a vital task facing the organs of 
management and direction of the national economy. 

Scientifically substantiated management speeds up the 
development of production. At the same time, shortcom- 


1 V. I. Lenin, “How to Organise Competition? ’, Collected Works, 
Vol. 2(5, 1964, p. 44 
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ings in management have a detrimental effect on the econ¬ 
omy’s rate of growth. 

The methods of economic management must correspond 
to the level of development of the socialist economy. Since, 
also, the economy is not stationary, neither can manage¬ 
ment remain stagnant and unchanging. Economic manage¬ 
ment must always he flexible, always geared to achieving 
the main goal of building socialism and communism, and, 
at the same time, take account of the specifics of each giv¬ 
en period. 

Apart from economic, organisational, cultural and educa¬ 
tional functions, the socialist state also fulfils others. Il 
organises the country’s defences and protection of socialist 
property. 

With the emergence of the world socialist system, the 
Communist and workers’ parties of the socialist countries 
were faced with creating international relations of a new 
type, a community of socialist countries. In this context, 
the content of the foreign political activities of the social¬ 
ist stales expands. Out of the internationalist character of 
the dictatorship of the proletariat arises a fundamentally 
new and unprecedented function of the socialist state—the 
funclion of assisting other countries in building socialism. 


REVISION EXERCISES 

1. What are the main lines of technical progress under 
socialism? 

2. What is the material and technical basis of socialism? 

3. What is the essence of socialist relations of production? 

4. Describe the two forms of socialist property—public 
and co-operative and collective farm. 

5. What is the personal properly of citizens and what are 
its sources? 

6 . What is the essence of the basic economic law of so¬ 
cialism? 

7. How is the economic role of the socialist state manifest¬ 
ed? 


Chapter XI 


THE PLANNED, 
BALANCED DEVELOPMENT 
OF THE ECONOMY 


1. THE LAW OF THE PLANNED, 
BALANCED DEVELOPMENT 
OF THE ECONOMY 


The need for planned, balanced development 
of socialist production 

The socialist economy consists of a multitude of bran¬ 
ches of production and hundreds of thousands of industrial, 
agricultural, commercial, transport and other enterprises. 
Between them there exist many diverse production links. 
The totality of enterprises, sectors and also economic re¬ 
gions, inseparably interlinked, forms a single, complex 
production organism—the socialist system of the economy, 
including both public and co-operative enterprises. 

This large-scale social economy develops in a planned, 
balanced way. According to Lenin, this means that thero 
is a constant, consciously maintained proportionality in the 
economy (a balance between the links of the economy). 
Planned, balanced establishment of the proportions in so¬ 
cial production is inherent in socialism alone. 

The capitalist economy, of course, develops spontaneous¬ 
ly, on the basis of competition and anarchy. It is not a 
planned, balanced economy and there is no consciously 
maintained proportionality in its development. 

Capitalists run their enterprises at their own risk, gov¬ 
erned by only personal interests and the market situation. 
They expand the production of those goods whose prices 
are currently rising, in order to maximise their profits. 

But no capitalist knows for sure exactly how much of 
the given commodity is required. If more is produced than 
the market can absorb, prices fall and production is cut 
back. The capitalists redirect their capital into the produc¬ 
tion of a different commodity, and this goes on endlessly. 
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The absence of a single plan results in the balance of 
the capitalist economy being continually upset. This does 
not, of course, mean that there is no co-ordination at all 
between the different sectors and enterprises. The necessa¬ 
ry proportions in production are established through count¬ 
less disturbances of proportionality and crises of overpro¬ 
duction. 

Consequently, private ownership of the means of produc¬ 
tion, which isolates producers, excludes any possibility of 
effective, overall economic planning. This is why, under 
capitalism, there is no consciously maintained proportio¬ 
nality, nor can there ever he any. 

It is a different matter under socialism. As a result of 
the socialisation of production, the establishment of social¬ 
ist ownership, society becomes, as Lenin put it, “one single 
office, one single factory", social ownership eliminates 
anarchy and spontaneity and subordinates the development 
of production to Lhe interests of the whole nation. Under 
these conditions, the economy can develop only in a plan¬ 
ned, balanced way. The state takes advance account of the 
requirements ol society and its productive resources, and 
directs the development of production in the interests of 
lhe people. In accordance with the set goals, society also 
establishes the necessary proportionality, which it con¬ 
stantly and consciously maintains. 

Bui people cannot establish any proportions at will; they 
must. Lake account of the specific economic conditions and 
build their economic policy on this basis. Within the large 
departments of social production, specific proportions and 
a specific correlation of their development rates must be ob¬ 
served. For example, lots of tractors, cars and other vehi¬ 
cles with internal combustion engines can be manufactur¬ 
ed, but, unless a corresponding amount of suitable fuel 
is produced, they will all stand idle and the labour spent 
on producing them will have been wasted. 

The objective interconnection between the processes of 
economic development which, irrespective of people’s will, 
requires planned, balanced establishment of certain propor¬ 
tions is manifested in the law of the planned, balanced de¬ 
velopment of the national economy. 

lhe law of the planned, balanced development expresses 
lhe need for centralised management of the economy in or¬ 
der that all its links and sectors might be co-ordinated in 
a single economic whole, that proportionality might be 


observed in their development, and that material and la¬ 
bour resources might be used in the most rational and ef¬ 
fective way possible. 

The use of the law of the planned, balanced development 
of the national economy makes it possible to distribute the 
means of production and labour resources correctly among 
die branches of the economy and regions of the country, to 
achieve a rational utilisation of them, ensure mutual co¬ 
ordination in the work of all sectors and enterprises, and 
establish the necessary correlations in the development of 
production, exchange and distribution. 

The law of Lhe planned, balanced development of the 
national economy is interrelated with the other economic 
laws, especially with the basic economic law. Without 
planned, balanced organisation of production on a country¬ 
wide scale, the goal of socialist production complete well¬ 
being and the unhampered, all-round development of all 
members of society—is unattainable. 

This goal is realised at. each given stage depending on 
the level of development of lhe productive forces, on the 
availability of material resources, on the internal and ex¬ 
ternal situation in which the socialist country finds itself. 
In accordance with this, the concrete proportions are es¬ 
tablished in the national economy on the basis of the law 
of planned, balanced development. 

The law of planned, balanced development has operated 
in the socialist countries ever since socialist ownership and 
the socialist economic structure were established. But, ini¬ 
tially, the sphere of operation of this law is limited, since 
there are non-socialist economic structures si ill coexisting 
with the socialist sector in the economies of the socialist 
countries at this stage in their development. As the social¬ 
ist sector grows and becomes consolidated, the spheie of 
operation of this law expands. The law of planned, balanc¬ 
ed development obtains full Scope when the socialist forms 
of economy gain undivided sway over the economy. 

When socialism spread beyond the confines of a single 
country and the world socialist system took shape, the 
operation of the law of planned, balanced development came 
to embrace the relations between the socialist countries, too. 

The law of planned, balanced development acts as an 
objective regulator of the socialist economy, it does not 
fulfil this role spontaneously, however, but through the 
management activities of the slate. 
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Proportions in the socialist economy 

Applying the law of planned, balanced development of 
the national economy, the socialist state maintains con¬ 
sciously and in a planned way, a constant proportionality 
between the various links in social production, which are 
interconnected and interdependent. 

Ihe key proportion in the development of the national 
economy determining the proportions and the entire course 
°J socia production, is the ratio between the production 
oj means of production and the production of consumer 
goods l.c between Department I and Department II of 
social production. The means of production are necessary 
lor the development of the productive forces, for a rise in 
the technological standard of production, a growth of prod¬ 
uctivity and an casing of labour, and for a strengthening 
ol the states defence capability. Ultimately, however, they 
are intended for increasing the output of'consumer goods 
and improving the standard of living. 

Also of major significance for the planned, balanced de¬ 
velopment of the national economy is the establishment of 
the correct proportions between industry and agriculture. 
ii>e correct proportions in the development of these sec- 
ors of the economy are called on to ensure, oil the one 
hand the leading role of industry and, on the other, the 
growth ol agricuJUiral production required for supplying 
the necessary amount of foodstuffs for the urban popula¬ 
tion and raw materials for light industry. The correct pro¬ 
portions must also lie established between individual bran¬ 
ches, both m industry and in agriculture. 

The chief proportions in the national economy also in¬ 
clude those between production and consumption, accu¬ 
mulation and consumption, between the growing money 
incomes of Ihe population and the growing commodity turn¬ 
over, between economic regions of the country, and so 
on. J 

1 bus, there is a wide range of economic proportions, and 
st'anliy f ^ ° S0Cialist societ y is to maitain thorn con- 

The proportions between the sectors of the national econ¬ 
omy cannot lie established at will; they are subject lo 
specific laws. ' J 

Essentially the proportions in the socialist economy are 
objective in character. The socialist state cannot set them 
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The Chief Proportions in Ihe National Economy 



as it wishes, but has to determine scientifically and aocom- 
plish the objectively necessary proportions m the develop¬ 
ment of the socialist national economy. 

A correct balance between the parts of social production 
depends on a whole number of factors, including the 
existing level of development of the productive forces and 
technical progress, the level ol labour productivity, the 
volume of material resources available, the foreign and in¬ 
ternal situation in which the socialist country finds i soli 
and others. It is in accordance with these factors that ll - 
proportions are established, so the correct ones arc not; hx- 
ed once and for all. They arc constantly being changed 

^Thus^oncc developed socialism had been built m the 
USSR, alongside the rapid development of heavy industry 
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economic basis for consolidating the friendship and co¬ 
operation between peoples. 

The broad programme for the future location ol the pro¬ 
ductive forces includes: 

—accelerated exploitation of natural resources, an in¬ 
crease in the economic potential of the country’s eastern 
regions; the location of new, energy-intensive industrial 
production predominantly in Siberia, Kazakhstan and Cen¬ 
tral Asia, considering the existence of cheaper energy re¬ 
sources in these regions; priority development of the build¬ 
ing materials and construction industries in the eastern 
regions; 

_steady implementation of a course of holding back 

the growth of big cities, as a rule, a halt to the location of 
new industrial enterprises iu such cities, with the excep¬ 
tion of ones connected with services to the population and 
the municipal economy; 

—the location in small towns arid industrial settlements 
of small, specialised enterprises and branches of plants 
and factories already existing in big towns; the location 
of production in industrial centres taking account of ra¬ 
tional utilisation of male and female labour. 

The programme for the future location of the productive 
forces is being successfully implemented. The extremely 
rich deposits or oil and gas in Western Siberia are 
being exploited. A gigantic motor works has been 
built on the Kama. The laying of the Baikal-Amur 
Railway is underway, and this is transforming vast regions 
in the Trans-Baikal and Far East. A major accomplish¬ 
ment of future five-year-plan periods will be a rise in the 
economy of the Non-Black Earth Zone of Russia, where 
about 60 million people live. This is the first ever trans¬ 
formation of its kind on such a vast scale. 

Moreover, the long-term plan provides for more work 
to be done in exploiting hydro-electric resources, develop¬ 
ing irrigated and improved-land farming on a broad scale, 
and improving the utilisation of timber resources. 

The socialist location of production ensures the most 
effective use of natural resources, investment and labour 
resources. It results in a rise in the productivity of social 
labour, speeds up the growth of production and advances 
the people’s wellbeing. 





















2. SOCIALIST PLANNING 


7 Iio scientific foundations of the planning and manage 
inont. of the socialist economy wore laid by Lenin himself 
Under his personal direction, the foundations were also 
laid lor the planned running of all the links of the nation¬ 
al economy. According to Lenin the demands to be made 
on the management of the planned economy were that it 
.should he carried out on a scientifically substantiated ba¬ 
sis, that managers should be able to determine the future 
prospects correctly and that their tasks be fulfilled in strict 
order of priority, tie also demanded an orientation on the 
latest achievements of science and technology and exper¬ 
tise flexibility, and an ability to react quickly and accu¬ 
rately to changing conditions. 

The principles of socialist planning 

The compilation of plans for the development of the 
socialist national economy and the organisation of produc¬ 
tion on the basis of a single, state plan is called planning. 

ilaiming ol the national economy is one of the most 
important manifestations of the economic and organisa¬ 
tional function of the socialist stale. 

In planning the whole national economy, the socialist 
state proceeds from the entire system of the economic laws 
ol socialism, especially the conscious application of the 
law °l the planned, balanced development of the economy. 

I he central task of socialist planning is to establish pro¬ 
portions in the development of the economic sectors that 
will ensure a continuous and rapid development and im¬ 
provement of social production, and on this basis, a rise in 
the people’s welfare. In the development of the national 
economy strict observance of proportionality is necessary; 

. 10 ©mergence of economic disproportions must he averted 
in good time, ensuring adequate economic reserves as a 
condition lor high and stable economic growth rates the 
uninterrupted operation of enterprises and a continuous 
growth oi the people’s wellbeing. Taking into account the 
requirements of social development, the socialist slate 
draws up economic plans, i.e., it, organises production, dis¬ 
tribution and exchange in a planned way on the scale of 
all society. It distributes material, labour and financial 
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. lirrcs - it decides the volume and structure of produc- 
r, n d construction, the growth rate of labour productivi- 

n the basis of the introduction of new technology, it 
l ? ?H PS the size and composition of the country’s foreign 
and domestic commodity turnover; it sets the prices or 
commodities in state and co-operative trade and decides 
JL wa ge level for factory and office workers, and so on. 

The point of departure in the organisation of planning 
is the decisions of the Communist Parly congresses, which 
determine the development of socialist society for extended 

170 Each national economic plan embodies Communist Par- 
IV policy In this the principle of partisanship and the 
state approach to fuMling economic tasks is manifested. 

The national economic plans are not just forecasts or 
guesses, but a concrete programme for the given period of 
time. Since state plans reflect, the pressing tasks of econo¬ 
mic and cultural development, their fulfilment is objective¬ 
ly necessary. Following a broad discussion of the plans by 
the working people and their approval by the supreme or¬ 
gans of the state, they acquire force of law and become 
mandatory. 

The directive and mandatory nature of plans constitute 
a major principle of socialist planning. Otherwise planning 
would be pointless. After all, if one sector of the economy, 
say the timber industry, does not fulfil its plan, this means 
that other industries may not he able to do so either, n 
they depend on receiving a specified quantity ol timber. 
This is why the strictest plan discipline is maintained m 
the socialist countries. 

In order to ensure the planned, balanced, proportional 
development of all branches of material production, the 
plans for all enterprises and industries must be co-ordinat¬ 
ed. State planning guidance applies not only to the public, 
hut also the collective farm and co-operative sector fins 
docs not mean, of course, that the slate planning bodies 
draw up the plan for each individual collective farm. But 
each enterprise works out its own plan on the basis oi 
the general state assignment. Following discussion at the 
local level, the plans for certain public industrial enter¬ 
prises, state farms and collective farms are presented to the 
central planning bodies and combined into a unified na¬ 
tional economic plan. . . 

The combination of centralised planning with local mi- 












^™ n8titl,tGS the P^nciple of democratic centralism i n 

1 hei-o are short-term plans, drawn up for a month, quart- 
p ’ 0, ‘ yca 5’ and long-term ones for several years mavho 
live, ten fifteen or twenty. Lenin taught that''the economy 
cannot he developed without plans for many years ahead 
Long-term plans reflect the chief line of economic develop¬ 
ment for several years to come, while short-term ones 
provide a specific programme of work for shorter periods 
llie long-term plans outline the solution to major socio¬ 
economic problems. 

The first ever scientific long-term plan for the develop- 
£!* n , 1,10 natl onal economy was the GOELRO Plan (the 
. tale I Ian lor the Electrification of Russia), drawn up in 
, on Lem u s initiative and under his guidance. The 
hie I task set by (he plan consisted in a fundamental re¬ 
structuring of the national economy on the basis of electri- 
fication and development of large-scale machine indust,-y- 
the material basis of socialism. 

1 lie long-term plans outline only the most general ag¬ 
gregated indicators, which arc then specified in ihe short- 

auart^r 8 ' ^ COmb ^ latio l l °f short-term plans (monthly . 

V th lon %- term one * Is a principle 
ot socialist planning. A correct combination of the two 

vpes o| planning should ensure continuous and consistent 
‘,j m " g . I 0 ? ' [1 -jiotwcen periods, uiiintorrupted financing 
the like am lcchmcaI supplyi,L 2 of enterprises, and 

A plan cannot be drawn up without first singling out the 

essenthl 0 IM® tl ° S ° f priority dovel °P me nt is absolutely 
c. cntial. It is the most progressive economic sectors that 

, a :e1 , 1 as t ie 1)asis ancl > 111 accordance with their develop¬ 
ment rates, the development of other sectors is planned 

“’ at present “ ,lie USSR ’ it is the development 
,,dn,L !' f „ P0Wer ind V Stry ’ peering, the chemical 
p the iron and steel industry that constitutes 

evort Tr S1V - G Sph T 01 a scale and significance that must 
Vt Q „ / mfh,ence on the entire economy. Identi- 

^nrtn t °J. the ie y ? con °™' ic ^iks is one of the most im¬ 
portant principles of socialist planning. 

In socialist society the plans ar c realistic and seientili- 
cal y substantiated. This means that, when compiling each 
national economic plan, the planning bodies proceed from 
the existing economic conditions and possibilities, from 
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, _: v p n level of development of the productive forces, 
th - CI1 ce and technology, making broad use of the exper- 
• ^ of those at the forefront of production. The realism 

ie f n ,. p olaus is ensured by the organisational work ol the 
I! u ty and social organisations and the creative initiative of 
}i.„ working people themselves. . . . 

Noting that the success of plans in the Soviet Union de- 
nciids primarily on people, Lenin himself strove and taught, 
others “to test and discover real organisers, people with 
sober' and practical minds, people who combine loyalty to 
socialism with ability without fuss (and in spite of mud¬ 
dle and fuss) to get a large number of people working to¬ 
gether steadily and conceitedly within the framework oi 
Soviet organisation’. 1 . . . . 

The drawing up of the plan is only the beginning ol 
planning. A major aspect of planning is the verification 
ol plan fulfilment, which reveals errors in planning in good 
time and new reserves, and makes it possible to introduce 
the necessary corrections into the national economic plan. 
If, as a result of inaccuracy in planning or other factors, 
partial disproportions arise in the national economy, they 
are rapidly revealed and eliminated. A major means the 
socialist state possesses for eliminating planning defects 
that rise to the surface and for averting partial dispropor¬ 
tions is stale reserves. 

The principles of socialist planning are realised m the 
drawing up of the plans for the development of the nation¬ 
al economy. In modern planning practice wide use is 
made of mathematical economic model building, systems 
analysis and other such methods. The planning bodies ap¬ 
ply the balance method when developing the key indicators 
of the national economic plans. 


The balance method of planning 

The balance method makes it possible to compare, in 
advance, the tasks for developing the key industries and 
the possibilities for providing the materials and equipment 
for them. In order, for instance, to fulfil the housing con¬ 
struction programme, the required quantity ol bonding 

1 V. I. Lenin, “The Immediate Tasks of the Soviet Governmenl”, 
Collected Works,\ ! o\. 27, pp. 262-68. 


















materials, building machinery, personnel and funds must 
be calculated. When the requirements are compared with 
say, available building materials, it turns out that there 
are uot enough enterprises producing such materials. Pro- 
ceeding from this, plans are drawn up for the development 
°l ^ 1C building materials industry. 

In drawing up balance tables, a careful check is made 
on the extent to which the development rates of indus 
tnes are co-ordinated and on which reserves are indicated 
in he plan in case individual branches of production over- 
lullil or underfulfil it, 

rhe state planning bodies compile material (physical) 
value, and manpower balances. U y 

balanCC i ar ° drawn U P for a11 the main prod¬ 
ucts of labour, such as metal, machine-tools, coal, oil, grain 
butter, and so on. Account is taken of the sources of the 
given product. Ihe resulting data are compared with so¬ 
ciety s requirements for l?ie given products 

value balances include (hose for the money incomes and 

sSetuS etc. P ° pUlali0n ’ 1,10 Bational incomo ’ ^ 
The manpower balance determines the national econo- 
my s need, by sector, for labour power in general, and also 
by skill and trade Here, also, the sources for providing 
l.io economy with the necessary labour power are indicate.! 

the balance for the national economy of the country is 
a generalising balance. It combines all the indicators' de- 
scrib.ng the proportions in the socialist economy. 

1 be balance system of planning makes it possible to 
calculate and determine, with maximum precision, the pro- 

economy m G deVeI ° pment oF th0 scctovs of the national 


improvement of planning 

Tjeep 11 ' 0 s . tage in lIie oconom ic development of the 

sarv This r/w planning is ™ces- 

sa 7 ‘ 1 '7 1S bccause the socialist economy is continuously 
and rapidly expanding. The scale of production s gro^ 
ng its technological standard and sectoral structure aTe 
changing; new economic links and relations are emerg¬ 
ing anil growing in complexity. Of decisive significance 
now is an increase in Ihe efficiency of production on the 
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basis of the accelerated introduction of scientific and tech¬ 
nological achievements. For this reason, a further improve¬ 
ment of management and planning of the national econ¬ 
omy is becoming increasingly pressing and necessary. 

The main ways to improve planning and management of 
the economy were determined by the 25th CPSU Congress 
in 1976 and the 26th Congress, in 1981. In 1979 the Cen¬ 
tral Committee of the CPSU and the Council of Ministers 
of the USSR adopted a resolution, “On improving plan¬ 
ning and strengthening the impact of the economic mech¬ 
anism on increasing the efficiency of production and 
the quality of work”. The resolution provides for a system 
of measures for further improving the planned running of 
the economy, development of democratic principles in pro¬ 
duction management and an increase in the creative ini¬ 
tiative of work collectives. 

The complex of measures for the further improvement 
of planning is based on the rich experience of socialist 
planning, the results of economic experiments and scientific 
recommedations. 

The economic mechanism is being geared even more to 
raising the efficiency of production and the quality of 
work, to achieving high final national economic results, to 
better satisfying the growing social and personal require¬ 
ments. The focal point of management and planning activi¬ 
ties is the task of ensuring rational use of everything at 
the disposal of the national economy, relying mainly on 
intensive growth factors, introducing scientific and technolo¬ 
gical achievements and advanced experience into produc¬ 
tion on a broader scale. 

The key position in the complex of measures for perfect¬ 
ing the economic mechanism and management belongs to 
improvement of planning, an increase in the role of the 
stale plan as the chief instrument for realising the CPSU’s 
economic policy. 

The system of plan indicators is being improved in order 
that they might encourage work collectives to battle to the 
full for higher labour productivity, maximum use of fixed 
assets and savings on material resources. The comprehen¬ 
siveness and continuity of planning is ensured on the basis 
of the socio-economic tasks for the development of the 
economy. A comprehensive programme for scientific and 
technical progress for the next twenty years is being drawn 
up (by the five-year period). 
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The chief form of planning in the USSR is five-year 
plan for economic and social development. In the compila¬ 
tion ol these plans, the primary task is set of ensuring: 

a) a comprehensive solution to economic and social prob¬ 
lems; a concentration of forces and resources in fulfilling 
country-wide programmes, thereby preventing a narrow sec¬ 
toral approach to the elaboration of plans; 

b) accelerated realisation of scientific and technical ex¬ 
periments and development intended to increase the growth 
rate of the productivity of social labour and the quality of 
output; 

c) rational use of productive assets, material, labour and 
financial resources, stricter economies and elimination of 
losses in the national economy; 

d) correct determination of priorities in the development 
of sectors and economic regions for ensuring progressive 
changes in national economic proportions, a higher effective¬ 
ness ol investment and of social production in general; 

e) the formation of the material and financial reserves K 
necessary lor proportional and balanced development of the 
economy. 

For the purpose of assessing the activities of a work 
collective more objectively, the indicator of the standardised 
net product is introduced. This is intended, in most indus¬ 
tries, as the basis for planning production, determining the 
productivity of labour and the planned wage fund. 

In drawing up plans and assessing their fulfilment, it 
is the achievement of national economic results, satisfac- > 
tion of social requirements through rational use of all prio¬ 
rity resources. This is manifested, in particular, in an 
expansion of the opportunities for consumers to influence 
the formation of production plans. During the preparation 
of plans, associations and enterprises determine the output 
range on the basis of long-term economic links with con¬ 
sumers and suppliers, and conclude economic contracts for 
the five-year period. The fulfilment of the plan for the deliv¬ 
ery of output to the consumer in accordance with these 
contracts is becoming a major factor in assessing the re¬ 
sults of the work of collectives and the formation of mate¬ 
rial incentive funds. 

The practical realisation of the broad complex of meas¬ 
ures to improve planning and strengthen the impact of 
(be economic mechanism ensures greater efficiency of the 
Soviet economy. 
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The specifics of the planning 
of collective farm production 

A distinguishing feature of collective farms as co-ope¬ 
rative enterprises is that they run their economies on the 
basis of the means of production belonging both to the state 

■ind to the collective. . . , 

They do not run their production in isolation, however, 
but with the daily and comprehensive assistance of the 
state The stato sells collective farms tractors, combine har¬ 
vesters and other agricultural machinery, mineral fertilisers, 
and electricity, carries out land improvement work, trains 
experts and machine operators for these farms, provides 
them with financial support through long-term credits, and 
so on. All this creates the economic foundations lor state 
planned management of collective farm production I ho 
need to include collective farms in the single national eco 
nomic plan is also determined by tho fact that the co lec- 
tive farm sector produces a substantial part of the toodstutla 
and raw materials in the country, i.e., that it is an integral 

part of all socialist production. 

Consequently, the socialist state can and must plan collec¬ 
tive farm production. There are, naturally, certain specifics 
in tho planned management of collective iarms owing to 
the co-operative nature of these enterprises. r lhe chief spe¬ 
cific of this sort consists in the collective farms being allow¬ 
ed a considerable degree of independence in organising 
labour and production and in distributing their output 

The state planning bodies determine for collective farms 
only the volume and range of output to be purchased by 
the state. All other issues, such as the structure of sown 
area, the selection of crops, head of cattle, development of 
subsidiary branches, distribution of the gross income be¬ 
tween consumption and accumulation funds, are planned y 
the collective farm independently, taking into account the 
specifics of its own natural and economic condemns It is 
important to note that firm plan tasks for the sa e of out¬ 
put to the state are determined for several years ahead this 
providing the collective farm with the necessary conditions 
for planning its economy in the long term, lhe state plans 
for the purchase of collective farm produce are backed up 
by material and technical supplies to the collective farms 
and set procurement prices. Moreover, additional supp e- 
ments to procurement prices are made for the sale ot coi- 
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lective farm produce over and above the plan. All this 
creates the necessary conditions for a correct combination 
ot the interests of the state with the common interests of 
the collective farms. 

3. THE ADVANTAGES 
OF TIIE PLANNED ECONOMY 

Planned running of the economy is one of the decisive 
advantages of socialism over capitalism, as has been proved 
m practice by the great achievements made by the USSR 
and the other socialist countries in developing their econo¬ 
mies. 

The advantages of planned running of the economy are 
as follows. 

The socialist economy is constantly on the rise. Under 
capitalism, the contradiction between the social character 
of production and the private capitalist form of appropria¬ 
tion of the results of production dooms society to economic 
crises, but this contradiction no longer exists under social¬ 
ism. Social ownership corresponds to the social character 
of production. As a result, socialist production is free from 
economic crises of overproduction. The planned, socialist 
economy ensures a capacity operation of equipment and 
full use of fixed assets. 

The socialist planned economy liberates society from the 
colossal waste of material and labour resources capitalism 
has to make owing to economic crises, anarchy and compe¬ 
tition, unemployment, chronic underloading of enterprises, 
and so on. 

The socialist national economy develops in a planned, bal¬ 
anced way in order to achieve the maximum wellbeing of 
all members of society and the all-round development of 
the individual. 

Planned running of the economy is a powerful factor 
behind scientific and technical progress. Under capitalism, 
the monopolies strivings to keep their technical secrets 
from one another and the chronic underloading of enter¬ 
prises hold back tho introduction of scientific and techno¬ 
logical achievements. Socialist society opens up unlimited 
scope for the development of science and technology. The 
planned running of the economy makes it possible to con¬ 
centrate labour, material and financial resources on fulfill¬ 
ing the priority tasks in science and technology. 


A major advantage of socialism over capitalism is the 
olanned use of labour resources, which ensures full employ¬ 
ment of the able-bodied population. Under socialism there 
is no unemployment; instead, there is a steady increase in 
the numbers employed in the national economy, skilled per¬ 
sonnel are trained and distributed between industries ac¬ 
cording to a plan and there is a systematic rise in the mate¬ 
rial and cultural level of the working people. 

The advantages of the planned running of the economy 
are also seen in the development rate of the socialist econ¬ 
omy. The volume of industrial production increases by 
the year in the socialist countries at a rate beyond the abil¬ 
ity of capitalism. The planned, balanced development ol 
the socialist economy leads to a constant rise in production, 
and the cultural and material living standards of the people 
in tho socialist countries. 

Not by chance do the ideologists of the bourgeoisie strive 
to prove that a planned economy is possible under capital¬ 
ism. In this way, they try to improve the image of the capi¬ 
talist system and give the working people the impression 
that capitalism’s social ills can be overcome without the 
system itself being overthrown. Yet the contradictions of 
the capitalist economy, anarchy of production and crises, 
unemployment and the impoverishment of the working peo¬ 
ple in the capitalist countries, refute these ideas completely. 


REVISION EXERCISES 

1. What is the essence of the law of planned, balanced 
development of the national economy under socialism? 
Why is planned development of the national economy 
both possible and necessary under socialism? 

2. Describe tbo chief proportions in the national economy. 

3. What are tho principles behind the location of the pro¬ 
ductive forces under socialism? 

4. What are the principles of socialist planning? 

5. What is the essence of the balance method of planning? 

6 . What is the essence of the improvement of planning in 

the USSR? „ . c 

7. What are the specifics of the planning of collective farm 

production? 

8 . What are the advantages of planned economic manage¬ 
ment? 
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Chapter XII 

SOCIAL LABOUR 

AND TIIE PRODUCTIVITY OF LABOUR 


1. SOCIAL LABOUR UNDER SOCIALISM 

The character of labour under socialism 

Labour, or people’s working activities directed to produc¬ 
ing material wealth, is a necessary condition for the exist¬ 
ence of any society, but, under different socio-economic 
formations, it differs in its social character. It is totally 
dependent on the relations of production predominant in 
the society. Whether labour is voluntary, free labour per¬ 
formed for onesolf and for one s own society or involuntary, 
forced labour performed for exploiters depends on who owns 
the means of production. 

Under all exploiting social formations, labour was always 
involuntary in character. The working people were compell¬ 
ed by a variety of methods to create wealth for the exploit¬ 
ers. All this happened because the direct producers did not 
own the means of production. Consequently, private owner¬ 
ship of the means of production is the basic reason for the 
compulsory character of labour, which turns it into a heavy 
burden. In order to abolish forced labour, private ownership 
of the means of production must be eliminated. 

The picture is different in socialist society, where all the 
people work for themselves and for their own society. Each 
production achievement, each labour success, helps either 
directly or indirectly to improve the material and cultural 
condition of the working people. When describing labour 
under socialism, Lenin pointed out that “for the first time 
alter centuries of working for others, of forced labour for 
the exploiter, it has become possible to work for oneself 


, moreover to employ all the achievements of modern 

I and culture in one s work . 1 

technol g - about a fundamental change in peoples 

. SO r a on?aboT g and engenders a new attitude towards it. 
The creativeness of labour in the socialist countries is 
T 'rlent in the fact that the workers themselves invent and 
CVld nl machinery, improve production techniques and 
ltnpr isation The army of rationalisers and inventors is 
“onstanlly'growing. In the USSR, in 1980, tor instance, 
over five million innovations were proposed and over four 
million of thorn were introduced into tho economy. This 
brought a saving of over 6.3 billion roubles during the 

ye Tho socialist state uses all the means at its disposal 
both material and moral, to encourage creativity, a croativ 
attitude to labour. The most highly respected person in J 
socialist country is the worker who is an innovator, 
wl.o develops production and multiplies lus country s 

’’C capitalist society, where labour is a heavy burden a 
cruel and tormenting humiliation, the workers innov “ to * 

initiative is reduced to a minimum. , t W wav 

creativity if the profits from any invention find their way 
into tho^pockets of Morgans, Rockefellers, RuPonts and tho 

‘^Socialism opened up for tho first time a br0 “ d 
for a rapid rise in the assets-to-worker ratio in all toshes 
of social production. The rise in this ratoo r socli "™ 

is manifested in the growing use o machinies ai“d » ' 

in the energy-to-worker ratio, too. This makes tho worker s 
labour easier^ turns it into highly skilled labour and grad¬ 
ually erases the difference between mental and physical 

'Ccialist production, using the latest technology, requires 
technically Cate, gained 8 people. Each working man io 
socialist society has extensive opportunities forimpre' 8 

his work skills and broadening his education. All the basic 
forms°of education in the USSR are free o charge: secon¬ 
dary, secondary specialised, higher education, train g 
vocational and technical schools, on qualification improve 
ment courses, and postgraduate students up. 

1 V. I. Lenin, “How to Organise Competition?”, Collected Works. 
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It is socialism that has created, for the first time ever 
working conditions precluding to the maximum harmful 
consequences for the workers’ health. Lenin noted on seve¬ 
ral occasions that any achievement of science and technol¬ 
ogy under socialism must go to ease labour, shorten the 
working day and improve working conditions. 

Under socialism, everyone is guaranteed the right to work. 
This provision is fixed in the constitutions of the socialist 
countries. The exercise of the right to work, i.e., the right 
of every working person to receive, in his own country, 
a job in accordance with his speciality and payment for his 
labour, is a great achievement of socialism. This right is 
ensured in practice by the planned development of the na¬ 
tional economy and the continuous growth of production. 
Under socialism, the workers have no fear of remaining 
without means of subsistence. Elimination of unemployment 
in all its forms gives the working people in socialist society 
a firm confidence in the future and genuine freedom. 

While guaranteeing everyone the right to work, socialism 
also makes labour obligatory for all, makes it compulsory 
for everyone to participate in socialist production, this being 
the sacred duty of all members of socialist society, irrespec¬ 
tive of their origins, sex, nationality, etc. 

One major specific of labour under socialism is its directly 
social character. Socialist labour is organised and rated in 
a planned, balanced way on a countrywide scale. Socialism 
leads to the establishment of a new social division of labour 
differing fundamentally from that under capitalism. The 
most important feature of the socialist division of labour 
is that it is implemented according to a plan. Socialism 
abolishes the isolation and separation of individual produc¬ 
tion units and farms, combining all enterprises into a single 
economic organism and people into a single work collec¬ 
tive. This is why the labour of each worker, peasant and 
intellectual is part and parcel of the total social labour .and 
is directly social in character. 

Thus, the chief features of labour under socialism are 
liberation of the working people from exploitation and trans¬ 
formation of labour from forced into free labour for oneself, 
the equal right of all people to work and the universal duty 
to do so, the directly social character of labour, and 'a 
conscientious, creative attitude towards it. 
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Socialist labour co-operation 

fundamental chango in the character of social labour 
Lcialism leads to an equally fundamental one » 
T d forms and methods by which it is orgamsod Socialist 
labour is collective labour, the joint activities of workers, 

eollectrvc "the' p"n process is accomplished on 
, Jtas^ o? co-operation of labour-some form of the peo- 
ioint labour^ The socialist co-operation of labour is joint 
flu O gauTsfd according to a plan and based on com¬ 
radely’ co operation between workers free from exploitation 
Socialist co-operation of labour differs radically from that 

Un Undef P clpU S aHsm, labour co-operation i* based 
ownership of the means of production on division of labour 

Socialist labour co-operation embraces not only thelabour 
of the workers in a given enterprise, but al o that of a 
members of society. Under socialism, the 
‘moietv’s members acts as a single collective labour, orga _ 
ed in a pTan^ed way on the scale of all society, in order to 
achieve the most rational utilisation of the means o p 

duction and labour power. /oimnlp co-opera- 

Under capitalism, labour co-operation (simple P 

tion, manufactory, large-scale machine P™ d “f°^ S f0 r 

method for increasing the production of surplus value , 

raising tlie degree of exploitation of the work g P P 
so there are permanent and irreconcilable contjadictio 
here between the ordinary participants m co-op 

and ensuring =in gly ful —^a^com 
tradictfens^inlmrmft^iii cahtalist ^co-operation arc absent 
from socialist labour co-operation. 
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Labour co operation, i.e., the joint labour of many work¬ 
ers, needs to be organised. The main aspects of this organ¬ 
isation under socialism are as follows. 

Inherent in socialist labour co-operation is a new labour 
discipline, differing from that in all the preceding social 
formations. Socialist labour discipline is the conscientious, 
comradely discipline of the working people. But this new 
discipline, as Lenin pointed out. is engendered not by just 
good intentions; it is developed in the process of building 
socialism, during the continuous struggle against the vesti¬ 
ges of capitalism. The workers in socialist enterprises still 
includo certain individuals who cling to the old attitude 
to labour and strive to work as little as possible and grab 
more for themselves. Thus, the cultivation of a communist 
attitude to labour in the working people, and the systematic 
struggle against those who violate labour discipline are 
among Lhc stale’s central tasks. 

Socialist labour co-operation presupposes planned manage¬ 
ment of the national economy. It is characterised, on the 
one hand, by firm and unwavering implementation of the 
principle of one-man management of production and, on the 
other, the broadest and most active participation by the 
working masses in running socialist enterprises and all 
social production. 

One of the chief principles behind the organisation of 
socialist labour co-operation is the principle of the workers’ 
material interest in the results of their work. Tin's material 
interest is ensured primarily by the distribution according 
to work done, which makes each worker’s wages depend 
on the quantity and quality of his labour put into social 
production. Also of major significance is the consistent im¬ 
plementation of cost-accounting, the increase in payments 
and subsidies out of the social consumption funds, the 
improvement of working conditions, and so on. 

A major role is played in socialist society by moral incen¬ 
tives to labour. The socialist state gives incentives to the 
best workers and advanced collectives of enterprises. They 
are rewarded with orders and medals, certificates of hon¬ 
our; the best workers are given honourable titles, and 
the like. All this engenders a striving to do one’s best at 
work, to produce more and better, and guarantee good 
work. This spirit of competition is a characteristic feature 
of socialist labour co-operation. 
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Socialist emulation and its role 

Ac .lready mentioned, the change in the character of 
i hour under socialism inevitably engenders a new attitude 
lo labour on the part of the workers This new attitude is 
1 rinVipd most clearly in socialist, emulation. 

"sSSdiS emotion expresses socialist relations ol pro¬ 
duction relations of comradely co-operation and mu™ 
SSeo between the workers in socialist society, their 
‘oflorts to fulfil and overfulfil the economic development 
niins and for an overall rise in production. 

^Socialist emulation is the chief method for raising labour 
productivity and improving production through the activity 
and creative initiative of the working people themselves 
Socialist emulation, as Lenin pointed out, is one method by 
which communism is built. 

Lenin formulated the chief principles for the oiganisat >n 
of socialist emulation. They include: publicity of emulation, 
comparability of results, the dissemination of advanced ex 
periencc and mutual assistance between those taking part- 
A necessary condition for correct organisation of socia st 
emulation is observance of the principle 
have a material interest in the results of their 

In competing to improve production and using the best 
work Sods* each worked quite justifiably counts on 
“a better example of the organisation of production being 
“accompanied inevitably by a lightening of labour and an 
increase in the amount of consumption for those who have 

carried out this belter organisation . 

Socialist emulation already lias a proud history m the 
USSR The first ever form of such emulation was Lommu 
nist Subbotniks^ during the Civil War. If-n saw these 
communist workdays as the first shoots of a new attitude 
to labour “the beginning of a revolution that is more mm 
cult, more tangibfe, more radical and more decisive ha 
thp overthrow of the bourgeoisie, for it is a victory ov 
our own conservatism, indiscipline, petty-hourgeois egoism 
a Victory over the habits left as a heritage to the porker 
and peasant by accursed capitalism . 3 Since that time, 

i y I “Lenin. “Original Version of the Article ‘The Immediate 

wo * : 

ing hours or on days off, for the benei o ^ ^ 29. p. 41b 

3 v t T.pnin “A Great Beginning , Collected Works, 
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socialist emulation lias gone through several stages—shock¬ 
working, the Stakhanovite movement, and others. From the 
first steps in developing socialist emulation in the USSR, 
it has been guided by the Communist Party. 

At present, the movement of shock-workers and collectives 
of communist labour is broadening. The participants in this 
movement set out to achieve maximum labour productivity, 
for communist labour is, above all, the most productive 
labour. They participate actively in creating and using new 
machinery and progressive production techniques, fight tire¬ 
lessly against any technical conservatism. 

In order, however, to master the most advanced scientific 
and technological achievements, constant learning, a steady 
and systematic extension of knowledge, are required. 

Socialist emulation is expanding year by year in the 
other socialist countries, too. Wherever the power belongs 
to the people, wherever they work not for capitalists, but 
for themselves, a new, creative attitude to labour takes shape 
and enthusiasm for socialist emulation develops. 

Emulation is a great motive force behind social develop¬ 
ment in tbe socialist countries. It is responsible for the 
rapid development of the economy and the steady rise in 
tbe productivity of social labour. Socialist emulation testi¬ 
fies that, in a society free from exploitation of man by 
man. there exist new stimuli to the development of produc¬ 
tion that would have been inconceivable under capitalism. 
Under the conditions of rivalry, there can be no really 
broad exchange of experience or comradely co-operation and 
mutual assistance, i.e., the relations that exist between 
people in the production process under socialism. 


2. THE STEADY RISE 
IN LABOUR PRODUCTIVITY— 

AN ECONOMIC LAW OF SOCIALISM 

The concept of labour productivity 

Productivity (fruitfulness, effectiveness) of labour is re¬ 
flected in the amount of output created by a worker per 
unit or time, or is measured by the quantity of labour 
time spent on producing a unit of output. 

A rise in labour productivity means savings of live and 


, 4-,a (xrAsi) labour. Marx and Engels pointed out that 
embodied U '' , productivity consists precisely in 

“>be j n “f are S living 1 labour is reduced while that of past 
that the Share ot in B a way that the total quan- 

T°nf labour tocorporated in that commodity declines; in 
s'lch'a way! therefore, that living labour decreases more 

‘ ! ’A„rs t o la a 0 rise I Tn r0 Sur productivity means a rise in 

Srir r^rp^uce. 

“"A steady 5 rise in labour productivity is a major condition 

? ng a new and much higher productivity of labour. 

The law of the steady rise 
in labour productivity 

A *» 'jf” gocfo-economic jormST 

operating in all socio econoi operates depends 

differently under predominating in 

S on* the Character S and site of socm. prod* and 

productivity rises 

' Works, Vol, 29, 

p. 427. 
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duction, remains the first economic law on the basis of 
collective production. It even becomes a law of considerably 
higher degree .” 1 

It follows that, in contrast to capitalist society, where 
the law of the rise in labour productivity is of no decisive 
significance, socialist society gives full play to the law of 
a steady rise in the productivity of labour. The main essence 
of this law is maximum economies of live and embodied 
(past) labour, the creation, using the minimum possible 
labour, of an ever increasing quantity of material wealth 
necessary for better satisfying the constantly growing re¬ 
quirements of socialist society. 

Factors behind the rise 
in labour productivity 

What, are the chief factors on which the rise in labour 
productivity depends? “This productiveness,” wrote Marx, 
“is determined by various circumstances, amongst others, 
by the average amount of skill of the workmen, the state 
of science, and the degree of its practical application, the 
social organisation of production, the extent and capabilities 
of the means of production, and by the physical condi¬ 
tions .” 2 

The level of labour productivity is determined primarily 
by the degree of technical equipment of enterprises. The 
more new, up-to-date machinery and mechanisms there are 
at the workers’ disposal in enterprises, the more fruitful 
their labour will be. The best results in raising labour pro¬ 
ductivity are achieved by the collectives of those enterprises 
where there is comprehensive introduction of modern 
machinery and production techniques in all sections and at 
all stages of the production process. 

If, for instance, new technology is introduced in the 
chief work sections, with a rise in labour productivity en¬ 
suing, all related labour processes must also be mechanised. 
This applies, above all, to transport operations, handling, 
quality control, assembly, and other types of work. The 
mechanisation of such operations, both in industry and agri¬ 
culture, makes it possible to put a final end to manual 

1 Marx and Engels Archive, Vol. IV, p. 119 (in Russian). 

2 K. Marx, Capital, Vol. I, p. 47. 
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labour and raise average labour productivity indicators 

111 r<mi prehensivc mechanisation and comprehensive automa¬ 
tion of production are the key to the technological trans- 
onnatiop of all sectors of the national economy. They usher 
Slist production into a qualitatively new stage of devel¬ 
opment and help labour productivity to achieve the highest 

leV However great the significance of technology might be in 
modern production, the chief productive force of society is 
man himself. For this reason, the level of labour producti¬ 
vity and the possibility of it increasing further largely 
flenend on the skills and level of technical qualifications o 
the bulk of the staff, especially the workers. I he labour ol 
the skilled worker is not merely more productive; a nso in 
qualifications allows the worker to make better use ol the 
technology available and to find ways to improve it. 

Tb a considerable extent, the productivity of labour in 
enterprises depends on the organisation of production ana 

Any production process is, of course, a totality of all 
the stages through which an object of labour passes during 
its processing in individual work sections. These sections 
must be strictly specialised and work in an organised am 
smooth manner. In other words, strict organisational co-or¬ 
dination is required between them and precise servicing o 
each workplace and each work section must be ensured. 
This organisational link is accomplished both within indi¬ 
vidual socialist enterprises ancl between them. A correct 
and precise organisation of the whole production process, 
as well as well-thought-out labour organisation m indivi¬ 
dual workplaces, cut losses and irrational expenditure ol 

The ^development of various forms of emulation within 
and between enterprises greatly promotes the rise in labour 

produ^tmty^ctivity q[ labour also depends on the natural 
conditions, which, to a considerable extent, determine the 
level of labour productivity in agriculture and the extrac¬ 
tive industries (the coal, oil, iron ore and others). 

A rise in labour productivity depends, further, on how 
payment for labour is organised and how material incen¬ 
tives are given to those workers who have achieved the best 
indicators. 
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The greater the development of science and the broader 
and more rapid the introduction of the latest scientific and 
technological achievements into production, the higher is 
the productivity of labour in society. A comprehensive link 
between science and material production is only possible 
in a socialist economic system, where there can be neither 
open nor concealed competition. 

A vital factor behind a rise in labour productivity is a 
correct and rational location oj production. On the one hand 
the location of production must provide for clearly defined 
specialisation of individual enterprises and co-operation be¬ 
tween them; on the other hand, it must take into account 
the need for natural resources to he drawn more fully into 
economic turnover. 

A correct location of production reduces inputs of social 
labour in production, transportation, storage and marketing 
of material values, while this moans a rise in labour pro¬ 
ductivity. 

The most important factor, the decisive one in raising 
the productivity of social labour, is technical progress in 
all sectors of the national economy, which is why it is so 
very important to implement comprehensive mechanisation, 
automation, and electrification and introduce chemicals into 
production processes, to improve the organisation of produc¬ 
tion and labour and raise the professional and technical 
skills of workers. 

Socialism opened up broad opportunities for raising la¬ 
bour productivity, and this indicator’s growth rate in the so¬ 
cialist countries is the highest in the world. In 1913, pre¬ 
revolutionary Russia’s labour productivity in industry was 
only a ninth of that in the United States; by 1980 the 
Soviet figure was almost 55 per cent of the US figure. 
Labour productivity in the USSR is already higher than in 
Britain and France. 

The rise in labour productivity serves as the chief source 
for expanding the volume of production and the national 
income. Thus, over tho last fifteen years, the USSR has 
received about 80 per cent of the entire increment in in¬ 
dustrial output and over 80 per cent of that of the nation¬ 
al income as a result of rising labour productivity. In agri¬ 
culture, the whole increase in output is achieved on the 
basis of higher productivity of labour. The 1981-1985 five- 
year plan for the development of the USSR envisages 
that 90 per cent of the increment in industrial output 
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this period will bo due to higher labour productivity. 
0 V 1 r rise in the productivity oi labour is a fundamental 
A ,, tho policy and practice of building socialism, an 
iS Tnt al condition for speeding up production growth rates 
nroving the people’s welfare and creating an abundance 
material and cultural wealth for the working people. 
Thifis why it is so important to take advantage of all the 
Th ' r unities for raising labour productivity, opportunities 
that exist in every workplace and enterprise in society. 

REVISION EXERCISES 

1 What arc the specifics of labour under socialism? 

2 What are the advantages of socialist labour co-operation. 
3 ' what is tho role of socialist emulation in making pro¬ 
duction more efficient? 

4. What is labour productivity and on what does it depend. 






























Chapter XIII 

COMMODITY PRODUCTION, 
MONEY AND TRADE 


1. COMMODITY PRODUCTION 
UNDER SOCIALISM 

J lie need lor and specifics of commodity 
production under socialism 

The need for commodity production in socialist society 
arises trorn a number of factors. Above all, under socialism, 

. matenal . precondition for commodity production-social ' 
division of labour—is not only retained, but also extended. 
Commodity production under socialism is predicated by the 
specific nature of social socialist property, which exists 
in two forms: public (of the whole people), and co-operative 
and collective farm property. 

In addition, under socialism there is still a certain socio- 
economic heterogeneity of labour. There are considerable 
differences between mental and physical labour, differences ) 
between skilled and unskilled labour, and also between the 
labour of the worker and that of the collective farmer, the 
result being all forms of labour cannot be directly reduced 
to a single form. This is only possible indirectly, through 
Va ue ‘ Y.^ er socia!ism - labour is still not a primary neces¬ 
sity ot life and material incentives are still required. These 
and other factors account for the existence of commodity- 
money relations under socialism. 

The Programme of the CPSUstates that “it is necessary 
m communist construction to make full use of commodity- 
money relations in keeping with their new content in the 
socialist period .* The new content of commodity-money 
relations under socialism is a result of the fact that socialist 


1 The Road lo Communism, p. 536. 
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mmodify production is carried out by associated socialist 
C0 “ducers\tbe state, co-operatives) on the basis of socialist 
Cnership of the means of production and in a P laim ed, 

? i«nced P way Consequently, commodity production under 
sodahsni cannot become the same as capitalist commodity 

pf Commodity production under socialism is not universal, 

- it is under capitalism. The sphere of operation oi com¬ 
modity production and commodity circulation under socia 
J restricted. Thus, labour power is not a commodity 
oMt is not bought or sold. The land and its minerals are 
no longer in commodity turnover, i.e., they cannot be boug i 
or .old either. Neither are socialist enterprises and tlieir 
fixed assets (machinery, promises, equipment, and so o ) 

^^fundamental change in the nature oi 
duction under socialism led to a change in its categories. 
Many of them, such as the commodity lanour powci, sur 
plus value, and others that previously expressod the capital¬ 
ist nature of commodity production, have disappeared al 
together, 1 other economic categories oi commodity produc- 
tion-the commodity, money, value price piofit “ 
dit-have been retained, but they have changed substan 

^Commodity-money relations in socialist soc “ ly . a “ sc ’£ 1 ’ 

between the public and co-operative sec .*“?•. * „l r atives 
represented mainly by agricultural production c0 P ; 
and collective farms. Public industry produces ™™ n “ ltaaS f 
to meet the demand of the co-operative sectoi lor means oi 
production and that of their members for consumer go° : 
Co-operative associations produce commodities tomeet m 
dustry’s demand for raw materials and the P°P a “ 10 “ 
for foodstuffs and certain other consumer goods The ^ 
chanee of commodities is a necessary form o£ i “ ono “f 
connection between state industry and co-operative agri- 

C ^Second, commodity production and circulation embrace 

all consumer goods produced m the public and 
.Hrtms as well as by collective tanners on their pei^ona 
subsidiary plots and becoming the personal property o 
the urban and rural population through the system o P ul ' 

Ch Thir^i commodity relations arise within the!P* ae ®J° r 
in the sphere of the production of means ol pioduction 
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Means of production produced by public enterprises (ma¬ 
chine-tools, machinery, metal, coal, oil, cement, and so on) 
circulate between enterprises by means of purchase and 
sale, and are, therefore, commodities. 

Fourth, commodity relations arise between the socialist 
state and other countries through foreign trade turn¬ 
over. 

Commodity production serves socialist society and facili¬ 
tates the development of its productive forces. With the 
transition to a single, communist form of peoplo’s properly 
and a communist system of distribution, commodity-money 
relations will becomo economically obsolete and will die out. 

The use value and value of a commodity 

As we have already seen, a commodity has two aspects— 
use value and value. These two aspects of the commodity 
have a totally different significance under socialism than 
under capitalism. 

The capitalist is interested in the vaiuo of a commodity 
as the basis for acquiring surplus value. The use value 
is produced only in as far as it is the bearer of surplus 
value. 

Undor socialism, tho state takes both aspects of the com¬ 
modity into account when implementing the planned 
management of production. 

l’he use value of a commodity in the socialist economy 
is of particular significance. Socialist society is interested 
in increasing the quantity of use values and improving their 
quality. Under socialism, society not only plans the quan¬ 
tity and types of use values, but also strives to improve the 
quality of the commodities produced. 

The value of a commodity is also of major importance 
to socialist society. Production is planned in terms of money 
(value) indicators, as well as physical ones. These indica¬ 
tors are used in order to effect a systematic drop in the 
value ol a commodity, to ensure a continuous rise in so¬ 
cialist accumulation and increasingly satisfy the require¬ 
ments of the members of socialist society. 

In socialist production there is no antagonistic contradic¬ 
tion between use value and value, since there is no contra¬ 
diction between private and social labour either. This docs 
not mean, however, that there is no contradiction at all 
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the use value and value oE a commodity under 

be iillism There is a contradiction, but it is not an antago- 
socialism- r ^ ^ destructive in nature. A particular 

m5 ™ole oE the maniEestation o£ this contradiction is the 
fHhat poor quality output is hard to sell. Sometimes 

commodities cannot bo sold not because they arc not neces- 
commom their high value does not correspond to 

S quanty! so there is no demand for them They are 
ot realised at their value because the use value caiinot 
be realised, in which case tho price ol the commodity 

rC The''contradiction between use value and value is elimi¬ 
nated in a socialist society through planned managemei , 
through improvement of the range and quality of output a 

a The^wofold character of the commodity is as we know, 
determined by the twofold character ot the labour producing 
it The labour spent on producing commodities u>. both ab 
stract and concrete labour at the same time. Under social¬ 
ism, abstract and concrete labour arc two aspects of diicclly 

S °The twofold character of labour in capitalist society ex¬ 
presses the antagonistic contradiction of commodity produc¬ 
tion—that between social and private labour. 

It is a completely different matter m socialist society. 

Since the socialist economic system is based on 
ership, and the system of wage labour has been ehmmated 
the contradiction between the social and P" v f,° J 

ot labour no longer exists in socialist society. Under social 
ism, labour is not private, but directly ^allabour. The 
labour of people in socialist society is organised in a plan 
n?d, balTr/way on a countrywide Bcale. As a conseljuence 
or this change in tho character of socialist labour, mdi 
dual labour in the production process in a plant or lactoiy, 

concrete and abstract laboui. miffieientlv 

Since directly social labour is not yet suHicienu> 

developed at the socialist stage, however there ,a still 
a need to express it indirectly in terms ol value arid its 

forms. 
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The magnitude of the value of a commodity 

The magnitude of the value of a commodity is determined 
under socialism by the quantity of socially necessary labour 
time spent on producing it. By socially necessary labour 
time we mean the average labour time spent by enterprises 
producing the hulk of the commodities in the given indus¬ 
try, and the bulk of commodities are produced under aver¬ 
age production conditions. 

The time actually spent per unit output in individual 
enterprises constitutes individual labour time. 

Under capitalism, the socially necessary time is set 
spontaneously, on the market. In the socialist economy, 
the state, proceeding from the objeclivo economic conditions, 
plans the growth of labour productivity, sets the rates for 
labour expenditure and thus reduces the amount of socially 
necessary labour time. 

In order to reduce the value of a commodity, the amount 
of labour spent on producing it must also be reduced. How 
can this be achieved? 

The magnitude of tho value of a commodity is influenced 
by labour productivity. The higher the productivity of la¬ 
bour, the lower will be the unit value of the commodity, so 
the campaign to raise productivity is one to reduce the 
value of the commodity. 

The value of the commodity is also affected by the inputs 
of raw and other materials, and so on. The value of a 
commodity is made up of tho inputs of live and embodied 
labour. Embodied labour is past labour spent on raw and 
other materials, machine-tools, premises, and so on. Thus, 
in order to reduce the value of the commodity, there must 
be economies of both live and embodied labour. 

In tho socialist economy, such measures as a rapid dis¬ 
semination and introduction of advanced methods of labour 
and production, and the spread of technological achieve¬ 
ments do much to cut the socially necessary labour time 
required per unit output. Exchange of experience and 
technical information, and comradely mutual assistance 
make it possible rapidly to pull lagging enterprises up to 
the level of advanced ones. 
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2 MONEY AND ITS FUNCTIONS 
' IN SOCIALIST SOCIETY 

The essence of money 

Thp need for money under socialism results from the 
• tence of commodity production and circulation. 1 le 
value of a commodity created by social labour in the produc- 
ion process is expressed in money form so the essence 
of money consists in being the universal equivalent, i.e., 
in expressing the value of all other commodities. 

Yet money as the universal equivalent has a qualitative¬ 
ly new content under socialism. Under capitalism money 
is an instrument for the exploitation of man by man an 
instrument for the domination of some people over others, 
but in socialist society money is an instrument for stim 
lating growth and improving socialist production 1“SSttfoM 
conditions of socialism, money expresses SOCIa .b st re i atl °“ 
of production and cannot become capital. It is_uscd as a 
universal means of account and control over production and 
distribution of the social product; it is an economic instru 
mont for planning the national economy. 

The fundamental change in the nature of money' andl its 
socio-economic content in socialist society is manifested 
in a change in its functions. 

The functions of money 

Money fulfils the primary function of being a me “ su ™ 
of the value of a commodity. This function consists in 

money being used to measure the value of ^VbyThe 

dities The function of measure of value 

money commodity alone, which itself has value. This com 

m< Tho y value ! of a commodity, expressed in terms of money, 
is as we already know, called the price of tho commodity. 
Soviet money takes the form of bank and treasury notes to 
represent gold. Ths basic monetary unit in the USbK is 
the rouble which serves as the price standard A »*» 
made up of 100 kopecks and represents 0.987412 grammes 

“ThTfunction of money as a measure of value makes jt 
possible, under socialism, to control the measure of labo 
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and the measure of consumption. In this function, money 
is used by the state in planning commodify prices. 

In the socialist economy money fulfils the function of 
a means of circulation. It services trade, is used as a means 
of commodity circulation, which is planned and regulated 
by the socialist state. 

Under socialism, money is also a means of payment. This 
function of money is manifested primarily in the wages 
paid to factory, office and professional workers, as well as 
in money payments to collective farmors, repayment of 
loans, in paying taxes, and for municipal services, etc. 

Money as a means of payment is used by the state in 
organising financial and credit relations in the national 
economy, and for exercising financial supervision over the 
activities of socialist enterprises. 

Under socialism, money acts as a means of socialist 
accumulation and savings. Money fulfils this function in 
the form of the banking and use of the temporarily idle 
monetary means and incomes of the working people, as 
well as the monetary accumulations of socialist enterprises 
and various organisations. 

Under the conditions of socialism, monetary accumula¬ 
tions do not engender exploitation of man by man as they 
do under capitalism. 

In socialist society, gold performs the function of world 
currency, in its role of an international means of payment, 
a universal purchasing medium and a reserve fund. 

Such are money’s functions under socialism. The func¬ 
tions of money are not isolated from one another but are 
an inseparable unity, which manifests the essence of money 
as a universal equivalent. 

Money circulation under socialism 

Money can only fulfil its role as universal equivalent 
properly on the condition that the quantity of it corresponds 
to the national economy’s actual requirements for means of 
circulation and payment. 

The quantity of money necessary for circulation is deter¬ 
mined mainly by the sum of the prices of the commodities 
in circulation, divided by the rate of turnover of money. 

Observance of a correct balance between the sum of com¬ 
modity prices and the quantity of money in circulation is 
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, of the major conditions ensuring the normal running 
Tthe economy. Proceeding from the law of money circula- 
?'nn the state “regulates money circulation and makes plan- 
pd’use of it to develop the national economy. Regulation 
nf money circulation takes place through the planning ol 
miblic finances, and through credit and accounts plans. 
One of the basic conditions affecting money circulation 
the ratio of the population’s incomes, on the one hand, 
in the volume of commodity turnover, and also paid services 
rendered to the population, on the other. Proceeding from 
the balance of money incomes and outlays of the popula¬ 
tion. the State Bank’s accounts plan is drawn up and ap¬ 
proved by the government. 

The accounts plan of the State Bank shows all the pro¬ 
posed inflows into the State Bank: the proceeds of trading 
organisations lover four-fifths of all deposits), the proceeds 
of municipal enterprises, transport, communications, taxes, 
deposits in savings banks and so on. At the same time 
the accounts plan reflects the money paid out by the banx 
in the form of wages and payments for tho labour of col¬ 
lective farmers, payment for produce purchased from col¬ 
lective farmers, pensions, allowances and tbe liko^ ine 
ratio of money credit to debit according to the accounts 
plan allows the State Bank to regulate the amount of money 
in circulation. 

The planned, balanced organisation of money circulaUon 
under socialism helps to consolidate it and make mon .y 

£ ^Tbp stability of money under socialism is ensured not 
only by the gold reserves, but to an even greater exten 
bv the state controlling enormous quant.ties of commodit y 
put into circulation at firm, stable prices As a result 
Soviet currency is the most stable in the world. As socialist 
production develops, the Soviet rouble becomes increasingly 

firm. 

3. THE LAW OF VALUE 
TN THE SOCIALIST ECONOMY 

The existence of commodity production under socialism 

means that the law of value operates m the socialist eco 
0I The essence of the law of value consists in the produc- 
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tion and exchage of commodities corresponding to the quan¬ 
tity of socially necessary labour embodied in them. 

The law of value began to operate at the same time as 
commodity production appeared. As commodity production 
developed, the sphere of operation of the law of value ex¬ 
panded. In the capitalist economy, it regulates production 
and the distribution of capitals and labour power by sector 
of production. 

Under socialism, the law of value does not have the 
same scope as in capitalist society; its sphere of operation 
is limited. This is because socialist ownership predominates 
under socialism and the economy is run according to a 
plan. 

In socialist society, the law of value does not regulate 
the distribution of the means of production and labour 
between the sectors of the national economy. This is done 
by the state planning organs on the basis of the operation 
of the law of the planned, balanced development of the 
national economy. Under socialist conditions there is a 
change not only in the sphere of operation of the law of 
value, but also in the way it operates. Tt no longer func¬ 
tions as an alien force dominating people. 

the law of value must be taken into account in planning 
the socialist economy, and the application of this law in 
price formation is of major significance. The law of value 
operates through the price mechanism, but the pricos of 
goods are not set spontaneously under socialism, as they 
are under capitalism. They are planned. In setting prices, 
the socialist state proceeds from the socially necessary la¬ 
bour spent in producing them, i.e., from value. Thus,' the 
state applies the law of value in practice. 

Governed by national economic considerations, the social¬ 
ist. state sets the prices of goods to include varying degrees 
of divergence from their value. Using price policy, the state 
can use part of the incomes created in some industries 
rapidly to raise the level of other industries. Consequently, 
the divergence of prices from value in socialist society is a 
process planned in advance by the state. When setting con¬ 
sumer goods pricos, for instance, the state takes account 
not only of value, but also the demand to supply ratio. 

Tho socialist state makes use of the operation of the law 
of value to encourage production growth, raise labour pro¬ 
ductivity, reduce the costs of output and ensure that pro¬ 
duction is profitable. 
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4. TRADE UNDER SOCIALISM 

The essence and role 
of trade under socialism 

Since the products of labour in socialist society are com¬ 
modities, commodity circulation is bound to exist as an 
intermediary link between production and consumption. 
Commodity circulation within the public sector, covering 
means of production, has come to be called the supply of 
materials and machinery, and is carried out according to 
a plan. Commodity circulation of consumer goods and ser¬ 
vices to the population takes the form of trade. Trade under 
socialism makes it possible to establish a planned link be¬ 
tween town and country, between socialist production and 
the population’s consumption, in order to satisfy increasing¬ 
ly the working poople’s growing requirements. It differs 
fundamentally from capitalist trade. 

Socialist trade is based on social ownership of tho means 
of production, so it is planned in the socialist countries. 
Tho state draws up a plan for the volume of commodity 
turnover, prices, circulation costs and other such indicators. 
Under socialism, trade does not pursue the goal of enriching 
some people at tho expense of others and does not expe¬ 
rience the marketing crises typical of capitalist trade. . 

Trade plays a major role in the development of socialist 
production, satisfies the requirements of the homo market, 
helps to improve the quality of goods, and so on. 

Trade is a major instrument for implementing distribution 
according to work done. Through the medium of socialist 
trade, the working people exchange the money they receive 
for their labour for the consumer goods and services they 
require. Trade under socialism exerts an active impact not 
only on production, but also on consumption. 1 rade facili¬ 
tates the introduction of new commodities into consumption, 
induces rational new demands and tastes in the population. 

Trade is also a vital factor in consolidating the credit, 
finance, and monetary systems. 

The forms of trade under socialism 

Trade under socialism, as the USSR’s experience has 
shown, takes three forms: state, co-operative and collective 

farm trade. 
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State trade is the highest stage in the socialist socialisa¬ 
tion of commodity turnover. State trade is carried out by 
trading organisations whose material and financial means 
belong to the state. 

State trade plays the leading role in the entire trading 
system under socialism, and a considerable part of the 
goods produced by public enterprises and a significant part 
of the agricultural produce in commodity turnover pass 
through it. In the USSR, for instance, in 1980 the share 
of state trade in total retail turnover was 69.8 per cent. 
State trade serves primarily the populations of towns and 
industrial centres. 

Co-operative trade is carried out mainly by trading en¬ 
terprises of consumer co-operatives. In the Soviet Union, 
these account for up to 90 per cent of all co-operative 
commodity turnover. Consumer co-operatives supply chief¬ 
ly the rural population with manufactured goods, procure 
agricultural products and sell them on commission. Co-ope¬ 
rative trade in the USSR constituted 27.5 per cent of re¬ 
tail turnover in 1980. 

The systems of state and co-operative trade include pub¬ 
lic catering enterprises -public catering kitchens, canteens, 
restaurants, buffets, and so on. The share of stale and co¬ 
operative trade in the USSR in 1980 was 98.8 per cent of 
total commodity turnover in the country. State and co-ope¬ 
rative trade constitute the organised market, in addition 
to which there exists an informal market in the form of 
collective farm trade. 

Collective farm trade is carried out by collective farms 
and farmers, who sell their produce surpluses to the popu¬ 
lation at prices that respond to supply and demand. The 
level of these prices is influenced economically by state 
and co-operative trade, however. 

As state and co-operative trade grow, the significance 
of the informal market decreases. In the USSR, the share 
of collective farm trade in the total volume of commodity 
turnover in 1940 was 14.3 per cent, in 1955 was 8.7 per 
cent, and in 1980 only 2.7 per cent. 

There are two forms in which the trading process is or¬ 
ganised-wholesale and retail trade. 

Wholesale trade is the purchase and sale of largo batches 
of commodities for subsequent sale to the actual consumers. 
Enterprises and trading centres, which settle their accounts 
by means of cashless flows, participate in this processes. 
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Retail trade is the sale of consumer goods to the work- 
•mr people for cash or credit. It is chiefly consumer goods 
Ibat are realised through retail trade, as well as certain 
itpms of a production significance—small tools and instru¬ 
ments building materials, and the like. Retail trade is car¬ 
ried out by department stores, food shops, general stores, 
specialised and other shops. 


Retail prices and costs of circulation 

There are two forms of retail price in trade correspond¬ 
ing to two forms of market: the prices on the organised 
market and those on the informal one. 

In the USSR, prices on the organised market are whole¬ 
sale prices in industry and in trading organisations, retail 
prices in state and co-operative trading enterprises and 
purchase prices for marketable output sold to the state by 

collective farms and farmers. 

State retail prices, i.o., those at which the state sells 
manufactured goods and foodstuffs to the population, play 
the leading role in the socialist trade system. They arc set 
in a planned way by the state for each type of commodity 

For most consumer goods, there exist uniform retai 
prices for the whole of the USSR, and there is a differen¬ 
tiation of prices according to region, zone and season lor 

certain foodstuffs. , . . 

Retail prices on the organised market are not subject 
to random fluctuations. They do not change spontaneous¬ 
ly, but are altered at the time, in the direction and to the 
extent the state considers necessary for resolving various 
economic and political tasks. The state does not, however 
set the prices arbitrarily. It takes account of the value ot 

Trade entails circulation costs, but in socialist trade 
these are totally different from capitalist ones. 

Circulation costs under socialism are the outlays ol trad¬ 
ing enterprises and organisations on bringing the goods 
from producer to consumer. , 

They consist of the wages of people employed in trade 
transport costs, expenditures on maintaining trading and 
storage facilities, on packaging, office expenses, interest on 
credit, and so on. The level of commodity turnover is plan¬ 
ned by the state. 
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Socialist trade is characterised by a drop in I lie costs of 
circulation. Thus, in the USSR, circulation costs in 1928 
constituted 19.7 per cent of the volume of commodity turn¬ 
over, hut the respective figures for 1940 and 1980 were 
8.2 and 6.7 per cent. 

The reduction in circulation costs is a generalising qual¬ 
ity indicator of the operation of trading organisations, 
and serves as a major source of socialist accumulation. 

The level of circulation costs in socialist trade is con¬ 
siderably lower than in the capitalist countries. In the 
USA, for instance, the costs of circulation comprise up to 
a third of the sum of retail prices. 

Foreign trade 

In the socialist countries, alongside domestic trade there 
exists foreign trade, which makes it possible to use the 
advantages of the international division of labour. 

In the capitalist countries, foreign trade is carried out 
mainly by capitalist monopolies, whilo foreign trade in the 
socialist countries is a state monopoly. The Soviet author¬ 
ities, for instance, declared the state monopoly of foreign 
trade in one of their first decrees. The monopoly of foreign 
trade means that all operations involved in importing and 
exporting goods are carried out by the state. 

The monopoly of foreign trade helps to ensure the eco¬ 
nomic independence of the socialist countries from the cap¬ 
italist world, protecting their homo markets from foreign 
capital. At the same time, it is an instrument for econom¬ 
ic co-operation with the other countries of the world so¬ 
cialist system. 

Foreign trade is an important form of economic link 
with the countries of the capitalist world, too. The social¬ 
ist countries do everything they can to expand their mu¬ 
tual trade on the basis of the international division of la¬ 
bour, and also the trade with the capitalist countries. The 
foreign trade of the socialist countries is based on the prin¬ 
ciples of respect for national sovereignty and full equality 
of the parties and mutual benefit, without any political 
conditions. 

The continuity of the socialist economy’s development 
in the USSR and the other socialist countries entails a 
steady expansion of their foreign trade turnovers. 
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revision exercises 

, what are the reasons for and specifics of commodity 
production under socialism? 

9 Describe use value and the value of a commodity, con¬ 
crete and abstract labour under socialism. 

3 What determines the magnitude of the value of a com- 

4 . What factors cause a drop in the value oi' a commo- 

5 What is the essence of money under socialism? 

6 Describe the functions of money. 

7 . ’ How is the stability of money ensured under social- 

",Ill 

8 . Describe the operation of the law of value under so¬ 
cialism. „ . . i 

9 What are the essence and role of trade under sociaL- 

10. What are the forms of trade under socialism? 

11. What are wholesale and retail prices and circulation 

costs? 







Chapter XTV 


DISTRIBUTION ACCORDING 
'I D WORK DONE AND THE FORMS 
OF PAYMENT FOR LABOUR. 
TIIE SOCIAL CONSUMPTION FUNDS 


1. THE ECONOMIC LAW OF DISTRIBUTION 
ACCORDING TO WORK DONE 


Each mode of production has its own corresponding 
mode of distribution. The relations in production determine 
those in distribution. 

Under capitalism, distribution is in the interests of I he 
exploiting classes, who appropriate, in the form of surplus 
value, the greater part of the social product created by the 
workers’ labour. Distribution is not according to work done, 
but according to capital. 

Under socialism, Ihe distribution of the aggregate social 
product is the point of departure and material basis for 
socialist extended reproduction. Part of the aggregate so¬ 
cial product is intended for replacing the means of pro¬ 
duction used up. Another part constitutes the national in¬ 
come, which is distributed in the interests of all society. The 
part of the national income created by necessary labour is 
distributed through wages, depending on the quality and 
quantity of labour. This is the chief form of distribution. 

The character of distribution in developed socialist so¬ 
ciety is fixed in Article 14 of the Constitution of the 
USSR, which states: “The source of the growth of social 
wealth and of the well-being of the people, and of each 
individual, is the labour, free from exploitation, of Soviet 
people. 

“The state exercises control over the measure of labour 
and of consumption in accordance with the principle of 
socialism: ‘From each according to his ability, to each ac¬ 
cording to his work. 
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T cnrialist society, distribution according to work done 
s an objective necessity, resulting from the fact that pro- 
rtion is based on social ownership of the means of pio- 
dU 1- i At the stage of socialism, the productive lorces 
r° o t ^S a sufficiently high level to ensure 
Impossibility Of the material wealth being distributed 
among people according to their requirements. Moreover 
Khmrr has not yet become a primary necessity of life, it 
S still just a means of living and, consequently, requires 
a corresponding remuneration. Finally, under socialism 
there are still considerable differences be ween mentaland 
physical labour, as well as between skilled and unskill 

'“Under socialism, the only factor determining a person’s 
nosition in society aud his welfare is work. In accordance 
with this, the only possible measure oi the distobutmn ot 
consumer goods is the quantity and quality of the wo 
nurformed bv each member of society. 

P Distribution according to work done is an economic law 

of socialist society. , 

Lenin considered distribution according to wink done as . 
a mighty lever furthering the growth of production, im¬ 
provement of the quality and productivity of labour 
development of the working man’s initiative. 

Distribution according to work done is oue ' .. ,• 

ism’s primary advantages over capitalism. The distiibution 
oi vital boons according to work done “dudes the possi¬ 
bility of unearned income and parasitism, which withi 
tremendous resources from production and sa ^sfaction o 
the working people’s requirements. It is a major stimu ^ 
to the development of production opening up unlimitea 
scope for development of the people’s 

that the principle that “he who does not work, neither 
shall he eat" contains “the basis of socialism, the indefeas¬ 
ible source of Us strength, the indestructible pledge of its 

^Thc'lawLf distribution according to work done means 
11,e need to: (1) distribute the individual coMumption 
fund in accordance with the quantity and quality of the 
work done for society, thus ensuring the working people s 
interest in ihe fullest, most rational use of their labour 
time- (2) pay higher wages to skilled workers than to 


1 V. 1. Lenin, “On the Famine”, Collected Works, Vol. 27, p. 392. 












































unskilled ones, for equal labour time, thus making the 
working people interested in improving their skills and cul¬ 
tural and technical level; (3) introduce higher material 
incentives for working under difficult working conditions 
(in the iron and steel, coal and certain other industries) 
compared with working under normal conditions, thus en¬ 
suring material compensation for the expenditure of la¬ 
bour. 

And so, the economic law of distribution according to 
work done expresses the need for the material wealth to 
be distributed in direct dependence on the quantity and 
quality of the work performed by each person and for 
equal payment to he received for equal labour by all peo¬ 
ple, irrespective of their sex, age, race and nationality. 

The economic law of distribution according to work done 
continues to operate throughout the period of the build¬ 
ing of communism. The transition to communist distribu¬ 
tion will bo effected when there is an abundance of ma¬ 
terial and cultural boons, and labour becomes the primary 
vital requirement. 

Under distribution according to work done, only part of 
the aggregate social product is distributed. 

Ju his work, A Critique of the Golha Programme, Marx 
pointed out that, for socialist society to he able to func¬ 
tion and develop normally, it would he necessary to sub¬ 
tract from the aggregate social product: (a) expenditures 
on replacing means of production consumed; (b) a cer¬ 
tain part for expanding production; (c) reserves or an in¬ 
surance fund; (d) the costs of management and mainten¬ 
ance of schools, hospitals, etc.; (e) a fund for maintaining 
the noil-able-bodied. 

The part of the aggregate social product required for 
the country’s defence must also be subtracted. 

Consequently, it is the part of the aggregate social prod¬ 
uct making up the individual consumption fund that is 
distributed according to work done. 

The part of the newly created products of labour that 
goes into the personal consumption fund for workers iu 
the sphere of material production is called the necessary 
product, while the labour that creates this product is called 
necessary labour. 

The part of the newly created products of labour in the 
sphere of production and services over and above the nec¬ 
essary product goes into the social fund (after expendi- 
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fC to cover the means of production used up have been 
tU f» actedf and is called the surplus product, the inborn 
S « U) f U rredes this product is called surplus labour. Under 
t aSm "be surplus product created , by surplus labour 
t0 ... sa tisfv the requirements of society as a whole. I 
S oeS Jd to ensure a continuous growth and improvement of 
' S Xtion, to form insurance and reserve funds, to cover 
expenditures for the country's defence, and satisb Llie ” ia 
mini requirements of the workers m the non-product^e 
Inl ore Through the social funds, which grow by the year 
f both absolute and relative terms, the workers receive 
a ^rowing share of the surplus product. 

Under socialism, the surplus product is not used for the 
benefit of individuals, but for the satisfaction of the 
dements of society as a whole and of each working^- 
son. It is not surplus value, for there is no exploitation 

ail I n n socialist society, between the necessary and surplus 
product there are none of the antagonistic cont ^tious 
inherent in capitalist society. Here the surplus product is 
also necessary for the workers in material pr°duction smce 
it goes to satisfy the requirements of all the working 
people and is used for the progressive development of so- 

C1 ^)istrihutiori 1 according to work done ensures furthers 
material interest in the results of production■ ^ ^ j® ‘ 
the growth of labour productivity, a rise in workers skills, 
and improvement of production techniques; ita so- plays 
a major educative role, accustoming people to socialist dis 
cipline and making labour both universal and obhga v 
Material interest is necessary under socialism becaus 
labour has not yet become a primary necessity o life i 
all members of society. The vestiges ot capital c m P 
pie’s consciousness have not yet been completely ioolc 
out. Alongside the vast majority of workers, wbo conscieu- 
liouslv fulfil their dutv to society, there are si ll a lew 
people who do not do so and who violate labour discipline. 

Implementation of the principle materiri mterMt en¬ 
sures the fostering of a communist altitude to labour an 
is an important instrument m the struggle against the s 
vivals of the past in people’s consciousness, against Hi 
vestiges of the old attitude to labour. 

ItUso excludes any levelling in the distribution of lh. 
material wealth. A level distribution of products is mcom- 
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palibie with socialism. It follows from the economic law 
of distribution according to work done that there must he 
a resolute fight, against levelling. Petty bourgeois attempts 
to attribute to Marxism-Leninism a point ol view of ab¬ 
solute equality are intended to distort Marxist-Leninist 

science. . . . 

By equality under socialism Marxism-Leninism means 
not a levelling in the sphere of personal requirements and 
living (equality of consumption), but social equality, i.e., 
equal relations to the means of production, equal libera¬ 
tion of all the working people from exploitation, equal 
abolition, for ail, of private ownership of the means of 
production, an equal right to work and to receive vital re¬ 
quirements in exchange for this labour. 

Thus, socialism presupposes not a levelling, but distri¬ 
bution according to work done, which is carried out in two 
basic forms: that of the wages of factory, office and pro¬ 
fessional workers and that of the payment made for the 
labour of those working in collective farm and co-opera¬ 
tive enterprises. The two forms in which the law of the dis¬ 
tribution according to work done is implemented are delei 
mined by the difference between the two forms of owner¬ 
ship of the means of production: state ownership and col¬ 
lective farm and co-operative ownership. 

2. WAGES UNDER SOCIALISM 

The essence and organisation of wages 

The existence of commodity production and the law ol 
value under socialism account for the need for the money 
form of wages, which allows a flexible and differentiated 
determination of the worker’s share in the social product, 
depending on the quality and quantity of his labour. 

Under socialism, labour power is not a commodity; it is 
not bought or sold, so has no value or price. As a result, 
wages are not a form of the value or price of labour pow¬ 
er; they are a form of the distribution of the material 
wealth according to work done. 

Wages under socialism arc the share of the social prod¬ 
uct, expressed in money terms, that covers the bulk of 
the 7 expenditure of necessary labour and they are paid by 
the state to every worker in public socialist enterprises in 


accordance with the quantity and quality of the work pbi’- 

^The^ level of wages under socialism is determined in a 
claimed, balanced way by society, proceeding from the lev¬ 
el* of production achieved. The state decides the size of 
the fund for distribution according to work done, and thus 
is used for personal consumption by factory, office and 
professional workers in the form of wages, and also decides 
the rate at which this fund should grow, considering both 
personal and social interests. 

The socialist state uses wages as a vital lever for rais¬ 
ing labour productivity and workers’ skills and for ensur¬ 
ing the priority supply of labour power to the key sectors 
of the economy. Wages make it possible to find the cor¬ 
rect combination of the material interests of the working 
people and the interests of the state, of the people as a 
whole. 

Wages are made dependent on the worker’s skill level, 
the character and complexity of his job. 

The system for calculating wages under socialism must 
be simple and clear, so that every factory and office work¬ 
er can readily understand it. 

The chief elements of the organisation of wages under 
socialism are the rating of labour and a fob grading sys¬ 
tem. 

The rating of labour consists in the fixing of standard 
times for the fulfilment of particular jobs or the quantity 
of output per unit of time. 

The rating of labour in socialist enterprises differs ba¬ 
sically from that under capitalism, which serves to increase 
profits through greater exploitation of the workers. 

In socialist society, labour rating is used for better or¬ 
ganising labour and production to meet the demands of the 
latest achievements of science and technology. 

The basis for correct rating is provided by technically 
justified output standards or rales, calculated on the 
fullest possible utilisation of technology and the 
achievements of advanced workers and production in¬ 
novators. Technically justified standards are progressive 
ones that take account of the achievements of the best 
workers, but they arc not based on outstanding individual 
achievements. 

Progressive, technically justified standards are oriented 
on workers whose labour productivity is above average, 
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but they are attainable by all workers, so are quite rfca- 

llS Improvement of production leads, in time, to originally 
progressive, technically justified standards becoming obso¬ 
lete and therefore requiring revision. The purpose of such 
a review is to ensure a rapid growth of labour productiv¬ 
ity compared with that of wages and to establish the cor¬ 
rect proportions in the payment for labour. 

A review of output standards manifests a combination, 
characteristic of socialism, of social interests with the per¬ 
sonal interests of the individual working man. , 

A major role in the correct organisation oi workers 
wages belongs to the job grading system. 

The socialist state uses the job grading system to dif¬ 
ferentiate wages depending on the character, quality and 
conditions of work, the branch of production, region of the 
country, etc. Centralised regulation of the wages of fac¬ 
tory office and professional, workers is accomplished 

lh « e ^Of three con—: 
m a skill manual, which serves to grade jobs (depend 
ing on their complexity) and skills of workers; it contains 
a break-down of jobs into grades and corresponding wage 
rate grades of workers; (2) a rate schedule consisting of 
a scale of differentiated wages lor work of different skills, 
the number of grades and the correlation ol the wages be¬ 
tween them is determined by tho specifics of the given in¬ 
dustry; (3) a wage rate distribution scale determining the 

size of’wages for work in Grade 1. 

Since correct job grading and differentiated wages a 
a major incentive to increase labour productivity and work¬ 
ers’ skills in socialist enterprises, the job grading system 

is constantly being improved. . .. . is 

Of major significance in the organisation of wages 

the fixing of the wage fund. f 

The wage fund is the total sum of wages ol factoiy, of 
flee and professional workers, fixed by the state under a 
plan, for distribution according to work done over the giv¬ 
en period of time (year, month, and so on). Hus fund is 
set for the oconomv as a whole, for the constituent lepun 
lies, ministries and departments, individual industries anti 

CI1 The forms of wage organisation change and develop as 
socialist society develops. 
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i for constant improvement of the wage 

Hence de fects that emerge to bo eliminated 

system and g allows even fuller use to be made 

' improvement ol 8^ according , c work done and, 

of the law . of ; ■ even further the creative initiative 
" tlT factory and office workers m 

developing socialist production. 

The forms and systems of wages 

There are two main types of wages: piece wages and 

time wages. Holm-mined by the quantity of finished 

Piece wages aio dctciminui t aml facilitate the 

output produced by f t ic in<uv ‘ } labour productiv- 
iU' 1 ) ^with° the ^pmonafTube* es ts oeach worker (higher 

’IfsollTsfffidnstry a whole series of piece rate sy- 
t0 ") rates, when all output is paid for at the 

same piece rate; oroduced above 

the like. individual or collective ba- 

Piece wages are paid on c • Hirectlv depen- 

sis. Tho size of an individual piece wage - ^ - ecc 

dent on the individual wor ers o i j king conditions 
rates (which are applied when to ® orUer ’ s out- 

make it impossible to calcu ac h individual’s 

put) depend not only on the ^esidtsffij^ ^ In 

work, but also those ac > material interest in 

der to make workers have g combined 

‘sz::^rU -.... -- 

members' skills (wage rate grade) 

U- “de^nC XX — amf the 
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workers skills. There is no direct connection between 
results of the worker’s labour and his wages. 

Time wages are paid for jobs that cannot he rated and 
calculated. In order to increase the stimulating role 
time wages, a time and bonus system has become wides¬ 
pread in the USSR. Under this system, the size of the 
workers’ wages depends not only on the amount of time 
worked, and the individual’s qualifications, but also on the 
quantitative and qualitative results of his labour. 

bor instance, the time and bonus system is applied in 
the payment of skilled workers employed in highly mechan¬ 
ised and automated production sectors and in operating 
equipment. As comprehensive mechanisation and automa¬ 
tion of production processes is accomplished, time and bon¬ 
us rates will become increasingly widespread. 

Time wages arc usually paid to the beads of enterpri¬ 
ses, and to engineers, technicians and office workers on 
set wages. These set wages are fixed in accordance with 
Hie economic law of distribution according to work done. 

.11 order to enhance the material interest of manage¬ 
ment, engineering, technical and office staff, there exists 
a bonus system. Bonuses are paid, in particular, for ful¬ 
filment and overfulfilment of output plans provided the set 
product range has been observed and the costs of produc¬ 
tion reduced. 

The rise in wages 

and real incomes under socialism 

The level of money wages in the socialist economy is 
inseparably linked with the rise in labour productivity: as 
the latter rises, so, steadily, do money wages. 

The measures taken by the Communist Party of the 
Soviet. Union and the Soviet Government have made it 
possible, recently, to raise average wages in industry con¬ 
struction and transport, and in state-run agricultural en¬ 
terprises The wages of workers in education, the health 
service, bousing and municipal services, trade, public ca¬ 
tering and other ancillary industries have also been raised. 

Payments out. of the material incentive fund of enter¬ 
prises do much to improve the materia] wellbeing of the 
working people. In 1970, the average monthly wage of fac¬ 
tory, office and professional workers in the USSR was for 


nnmv as a whole, 122 roubles, an increase of ol 
lhe ^nt since I960, when the average had been 80.6 rou- 
Pf “ month In 1980 the average wage was 168.5 rou¬ 
nds a month. In 1985 it will be 190-19o roubles. 

What accounts for this rise? 

First there have been major structural shifts 1 . 

rnnosition of the labour force. In the course of scientific 
c0 \ technical progress, among the numbers employed there 
is^an increase in the share of scientists, engineers anti 
technicians, and factory workers of higher grades, so, cor 
resnondingiy, the share of junior service personnel is fall- 
ing This leads to a rise in average wages . 

Second the gap between the minimum and maximum 
wages is closing, owing to a direct increase m the wage 
rates for low and average income workers kcrs 

Third the wages of many factory and office ^otaers 
are growing owing to bonuses paid out of enterprise in i- 
Z while those of piece rale workers owing to their over- 

fulfilling output standards. . . ^ ., . lf i_ 

The steady rise in wages is clear evidence ol the ad 

vantage of socialism over capitalism. 

Satisfaction of the constantly growing material 
tural requirements of the working people under social ism 
is clearly expressed in the growth of not only money 

re 8 determined by the quantity of consu¬ 
med goods a^ services a worker and his family can ac¬ 
quire on his.money wage. • a i_ 

A vital factor behind the growth of real wage . is, as d 
ready mentioned, the rise in average money wages. At cer 
tain stages, an important role can he played by a drop m 
or abolition of certain taxes on the population. An 
important factor in the rise in real wages is an improve 
ment in the supplies of consumer goods at fixed paces 10 
towns and industrial settlements through state and co-ope¬ 
rative trading outlets. All these factors lead to a steady 
rise in real wages and an improvement m the material an 

cultural level of the working people. 

One clear expression of the rise in rea 1 wages * 
USSR is the increase in the consumption of the most jm 
portant commodities by the fam. ics of factory, office an 
professional workers, in fact, by a! the P j°P • wol -k- 

From 1940 to 1980, the sale of foodstuffs to the ’work 
nennle through the state and co-operative retail net 
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works measured by 060 per cent. The rise in non-foodstuffs 
was more than 16 times over this period. 

The planned, balanced rise in real wages is furthered by 
the entire policy of the socialist state—to reduce income 
tax rates, pay child allowances to low-income families, raise 
pensions, and other such measures. 

The standard of living of the working people in social¬ 
ist society is not only determined by their wages: many 
of people’s requirements are satisfied by the social con¬ 
sumption funds. 

3. PAYMENT FOR WORK 
ON COLLECTIVE FARMS 

The payment for labour on Soviet collective farms, as in 
public enterprises, is accomplished on the basis of the law 
of distribution according to work done, i.e., to the quanti¬ 
ty and quality of the work done by each member of the 
co-operative in collective economy. 

At the same time, the payment for the labour of col¬ 
lective farmers is characterised by certain specifics arising 
lrom the fact that a collective farm is an isolated socialist 
enterprise based on co-operative and collective farm prop¬ 
erty. 

The collective farm is run by the farmers’ collective la¬ 
bour, which is organised in a planned way and is an in¬ 
tegral part of the aggregate labour of socialist society as 
a whole. 

The results of collective production, the volume of col¬ 
lective farm incomes and the welfare of each member of 
the collective farm depend on the efficiency of the farmers’ 
labour activity and a correct organisation of their labour. 

For a long time, the economic law of distribution accord¬ 
ing to work done was implemented on collective farms 
through the use of the workday unit. This was a specific 
economic category used for determining the collective 
farmer’s labour input into the collective economy and bis 
participation in the individual consumption fund. The 
workday unit was used to calculate the quantity and qual¬ 
ity of the labour of the collective farmers employed doing 
various jobs. By means of the workday unit, the labour of 
the collective farmers received a social assessment. At the 
same time, however, it was a measure of the distribution 
among collective farmers of the part of the collective 
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farm’s physical and money incomes that was allocated (af 
fulfilment of obligations to the state and formation ol 
£ Social funds of the collective farm) for distribution 
according to work done. The labour spent on the collec¬ 
tive economy and taken into account in workday units was 
paid for in kind (in produce) and money, a high propor- 

U °The ei need I for the workday unit to be used arose because 
the collective farms were unable to pay guaranteed wages. 
The economic might of the farms did not suffice to ensure 
the necessary funds for guaranteed wages on a scale set in 

8 As” collective farm production developed the shortcom¬ 
ings in the workday unit began to make themselves felt, 
the remainder of the physical and money incomes ol the 
collective farms was distributed according to workday un¬ 
its so the members of the collective farms could not de¬ 
termine in advance, when carrying out a particular jo >, 
how much they would ultimately be paid for their labour. 
They only got to know it late in the year, ibis ucak 
cned their material interest in the results of their labour. 

Improvement of the organisation of production and farm¬ 
ing methods on collective farms, a rise m the efficiency 
of collective farm production and in the revenues of th 

farms provided the economic foundations for the votkcla> 
unit gradually to die out and be replaced by money wages 

for the collective farmers’ labour. 

Initially, the collective farms began going over to seas¬ 
onal and‘monthly advances to their members, i.e., part ol 
the incomes was distributed according to workday units, 
without waiting for the end of the economic year Later 
these advances were replaced by more regular and stable 
payment in the form of produce and money in amounts 

^Todav, the higher incomes of collective farms have creat¬ 
ed the necessary economic conditions for introducing a 
monthly cash payment, tor the collective farmers work. 
The money form of payment is used as the only measure 
for the accounting and distribution of produce. 

By ensuring a corresponding rise in their social tunas, 
collective farms guarantee every collective farmer a cer¬ 
tain pavment in accordance with his labour input into col¬ 
lective farm production. The guaranteed cash payment lor 
the 'collective farmers’ work is not yet a wage in the sense 
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that it exists in the public sector. The wages of factory 
office and professional workers in state enterprises and es¬ 
tablishments are guaranteed by the state, while those 0 f 
collective farmers are guaranteed by the collective farm 

Wages in the public sector presuppose the consistent 
implementation of the principle of equal pay for equal la¬ 
bour throughout the national economy; the measure of la¬ 
bour and that of distribution are the same for everyone 
The money payment for labour on collective farms ensures 
a single measure of labour and distribution only on the 
given collective farm; its level differs substantially from 
one zone to another and one region to another, and in some 
cases oven between adjacent collective farms. 

The guaranteed payment for the collective farmers’ la¬ 
bour considerably raises their material interest in the de¬ 
velopment of their collective economy. Material interest, 
apart from the basic payment, also envisages additional 
payment for an increase in agricultural output, an improve¬ 
ment in quality and reduction in production costs. In 
addition to payment for work done (basic and supplemen¬ 
tary), collective farmers also enjoy benefits from the so¬ 
cial consumption funds, which grow by the year, and this 
raises the material and cultural level of the collective farm 
peasantry. 

I ho development of socialised production entails steady 
rise in the standard of living of all categories of working 
people. The programme provision of the Communist Party 
°f.the Soviet Union “everything for the sake of man, every¬ 
thing lor the benefit of man” is being implemented in¬ 
creasingly fully and consistently. 


4. THE SOCIAL CONSUMPTION FUNDS 

Under socialism the principle of the distribution of the 
material and intellectual boons according to the quality 
and quantity of work done is the chief, but not the only one. 

A substantial pail of the material and intellectual re¬ 
quirements of the working people are satisfied out of the 
social consumption funds. 

The social consumption funds constitute that part of so¬ 
cialist society s consumption fund that is directed in physi¬ 
cal and money form by the state, as well as by public, co¬ 
operative and collective farm enterprises for the collective 
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, individual satisfaction of the requirements of society’s 
members, as a rule largely independently of the results ol 

lh n'!',!''social consumption funds express the relations bc- 
cocietv as a whole, the work collective and each 
individual member of society with respect to the part 
the national income going for personal consumption. They 
npp called on to ensure that the socialist state exerts a 
planned impact on the formation of the structure of the 
Population’s expenditures and consumption in order to le\e 
out the socio-economic positions of the members of society. 

The social consumption funds give representatives o <. 
social groups an opportunity to receive an education, have 
access to the nation’s cultural values, develop their abili¬ 
ties and, therefore, to occupy a position in socialist pro¬ 
duction and society in accordance with these abilities. 

The social consumption funds are divided into two parh_ 
the first part consists of the funds that form the incomes o 
the population (allowances, pensions, grants, paid holidays, 
anil so on), and are a source of personal consumption rhn 
part of the social consumption funds retams certain features 
of distribution according to work done. Ihus, some p J 
merits and subsidies are granted to the workmg peop e in a 
specific ratio to their wages (for instance, pensions depend 

° D Th Second part is made up of funds going for the free 
collective satisfaction of society s needs (Ration, h -dt) 
care, cultural services, privileged use of apartments, a 

the like). This part of the social consumption funds ib 

distributed independently of participation m lahoui ana 

enjoyed by all the people. , 

Most of the social consumption funds come out-of t \ 
slate budget The comparatively smaller part is finance 
bv enternri-es (associations) out of the fund for socio¬ 
cultural measures and housing construction. On costive 
farms part of the net income goes to lorm the fundsJ 
socio-cuHural measures, social security and material assis¬ 
tance for collective farmers. rnnuminism the 

During the building of socialism and communism ne 

range of requirements fully and partially met out of the 
S o C ial consumption funds expands continually. This is con 
nected with the expanding opportunities for developed so¬ 
cialist society to satisfy fully the working people’s growing 

needs. 









The social consumption funds in the USSR stood at 4.6 
billion roubles in 1940, but 116.5 billion in 1980. In 1085 
they will reach 138 billion, i.e., an increase of 20 per cent 
over five years. Payments and subsidies out of the social con¬ 
sumption funds were 24 roubles per capita in 1940 and 438 
roubles in 1980—i.e., an 18-fold increase. In 1985 they will 
reach almost 500 roubles. 

In the future, the existing social consumption funds will 
grow into communist ones, meaning a change in their 
structure and forms of distribution. They will be used to 
satisfy people’s requirements, which will become immeasur¬ 
ably broader, and there will he greater collectivism in the 
satisfaction of these requirements. 

For the bulk of the population, payments and subsidies 
out of the social consumption funds are a supplement to 
their basic income received in accordance with the quantity 
and quality of their labour. They increase the real incomes 
of factory, office and professional workers by 25 per cent. 

Taken all together, the benefits received by the people 
on the basis of their labour incomes, in accordance with tlio 
quantity and quality of their labour, the payments and 
subsidies out of the social consumption funds, and incomes 
from personal subsidiary holdings, characterise the level of 
the population’s real incomes. Under socialism, real incomes 
are constantly growing. For instance, in 1980, real incomes 
per worker were four times higher than in 1940, while those 
per collective farmer were 6.9 times greater. In recent years 
there has been a substantial drawing together of the real 
income levels of collective farmers and factory, office and 
professional workers in the USSR. 

REVISION EXERCISES 

1. What is the essence of the economic law of distribution 
according to work done? 

2. Why is the material interest of the worker in the re¬ 
sults of his labour necessary in socialist society? 

3. What does Marxism-Leu in ism understand by the term 
“equality”? 

4. What is the essence of wages under socialism? 

5. Describe piece and time wages, cash and real payments. 

6. How arc collective farmers paid for their labour.? 

7. What are the social consumption funds? 


Chapter XV 

riwr accounting and profitability. 

COSTS OF PRODUCTION 

and price systems 


The use of economic laws "*^2^ 
a variety of forms, a majorb g socialiat enterprises 
method for the planned management oi ounting are 

(associations). Directly connect Dro fttability, prices and 
the categories of Wf P "le to build the 
others whose application ma ounting units in such 

r a e waras°l a rai-^"efficiency of 

Uons)! ttri^rSi^co^'and provide material incem 
lives to production workers. 


i. the essence of cost accounting 
and THE PRINCIPLF^ 

BEHIND ITS ORGANISATION 

The basic cost accounting unit 
in social production 

The socialist national Mwnomy^ » f ““£ k c P d°produc- 

orgamsm C0 “ lSt ^f mary an d, at the same time, the basic 
production SS olal economy is the enterprise 

(association). divided un socio-economically into 

terms of economic 






























sector into industrial, construction, agricultural, trails,,,,,-! 
and communications, material and technical supply X 
marketing, trading, public catering, domestic sendees and 
other enterprises. a 

Productive forces and relations of production are repro 
duced in the enterprise, which therefore acts as an organi¬ 
sational, technical and socio-economic unity. Being the eii- 
mary structural unit of the national economy, it is the en¬ 
terprise that combines labour power with the means of 
production and where all changes related to technical pro¬ 
gress are initialed. The enterprise fulfils certain functions 
in the system of the social division of labour. 

At the same time, the enterprise is a social unit of 
society: on the one hand, it is part of people’s property and 
its interests and those of the whole people coincide; on the 
other hand, it has its own specific interests, since the state, 
being the owner of the means of production, puls them 
at the disposal of the enterprise, which is obliged to 
produce the output required by society. 

Using the state property allocated to it, the socialist 
public enterprise or association carries out economic produc¬ 
tion operations (manufactures output, undertakes jobs and 
renders services) in accordance with the national econo- 
mic plan, has its own balance-sheet and is a legal entity. 

socialist enterprises enjoy a certain degreo of economic 
autonomy. r lhey exercise the right to use, possess and dis¬ 
pose of property allocated to them by the state. The in¬ 
comes and outlays of each enterprise are to some extent 
separate from those of other enterprises and the state. Part 
of the enterprise incomes remains at its own disposal for 
developing production, providing material incentives and 
improving the cultural and living conditions of the workers. 
Ihc enterprise is not responsible for the obligations of the 
organisation to which it is subordinated, nor for those of 
other enterprises and organisations. In turn, the organisation 
to which the enterprise is subordinated, such as the minis¬ 
try, is not responsible for the enterprise’s obligations. 

Scientific and technical progress is accompanied by an 
increase in the scale of enterprises. In recent years many 
enterprises have merged into trusts, combines, firms pro¬ 
duction and scientific-production associations. In accordance 
with the “Statute of the Socialist Public Production Enter¬ 
prise’, any combine, trust, firm, association or other eco¬ 
nomic organisation, that includes Production units which 


' - D „t independent enterprises, operates as a production 
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inajor tasks oi' educational work in enterprises. “It is a 
question,” Lenin stressed, “of every politically conscious 
worker feeling that he is not only the master in liis own 
factory, hut that lie is also a representative of the country 
of his feeling of responsibility.” 1 Under socialism, in addi¬ 
tion to the personal material interests of its workers, each 
production collective has its own common collective mate¬ 
rial interest. This engenders certain specifics in the relations 
between enterprises and with society as a wdiole. These 
specifics are manifested in cost accounting. 

The scientific and technological revolution, the growing 
scale of production and the further improvement of manage¬ 
ment have engendered a need for an organisational restruc¬ 
turing of the primary unit, i.e., a strengthening of enterpri¬ 
ses through the creation, on its basis, of production associa¬ 
tions (combines). This is a progressive form of production 
organisation that makes it possible to speed up concentra¬ 
tion, specialisation, and scientific and technical progress. 
Associations are able to make more rational use of skilled 
personnel and material resources, have major opportunities 
for studying current and future demand for their output, 
etc. 

Associations include enterprises that cither produce out¬ 
put of the same type or aro interconnected technologically. 
They are set up on a country-wide scale or within the 
bounds of a single economic region. Apart from production 
enterprises, scientific production associations may also in¬ 
clude research institutes and design organisations. This 
helps to accelerate the introduction of scientific achieve¬ 
ments into production. 

Under the triple-step management system, in addition to 
production associations (combines), all-Union (republican) 
industrial associations are also set up. These are unified 
economic production complexes including production asso¬ 
ciations (combines), industrial enterprises, research and 
design organisations. They have at their disposal all the 
material, financial and labour resources of the entire produc¬ 
tion complex and ensure that it operate without, los¬ 
ses. 

Cost accounting principles are beginning to be applied 
in organising the activities of ministries, too. These now 


1 V. I. Lenin, “Speech at the Second All-Russia Congress of 
Commissars for Labour". Collected Works, Vol. 27, p. fi)3. 
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1 ave to answer for the results of their economic operations 
!‘ d have a material interest in improving them. Thus, 

‘ ihed two- and triple-step managerial cost accounting 
systems are being set up for industry: ministry—production 
association (enterprise), and ministry—industrial associa¬ 
tion— production association (enterprise). 

The essence and principles 
of cost accounting 

The primary structural links (production enterprises, 
trusts, combines, associations) are interconnected units of 
the unified socialist economy, organised in a planned, ba¬ 
lanced way. . 

Cost accounting is an objective economic category Oi so¬ 
cialism, constituting a system of economic relations be¬ 
tween society as a whole and its economic units, between 
the economic units themselves and also between these and 
their internal departments. It is in cost accounting that the 
unity of the interests of enterprise collectives and of society 
is realised and the planned, balanced organisation of the 
national economy ensured. Cost accounting literally means 
carefully calculated management of the economy. But cal¬ 
culations vary. In the capitalist economy, they serve the pur¬ 
pose of personal enrichment of capitalists Ihiough CX P 01 

tation of the labour of others. , 

Under socialism, there is economical management tnat 
has nothing in common with capitalist economising. It '- 
determined not by the private, selfish interests of individ¬ 
uals, but the interests of all society. Under socialism, cos. 
accounting becomes both possible and necessary in every 
enterprise seeking to attain the best possible results with 
the lowest possible inputs into running the entire socialist 

GC °Co^t Accounting is also a method for the planned man¬ 
agement of socialist enterprises, a method based on com¬ 
parison, in monetary form, of the costs of producing output, 
and the results of economic activities, on covering the enter¬ 
prise’s outlays from its own revenues and on attaining 
production profitability. The current task is to do every¬ 
thing possible to consolidate cost accounting, to achieve tne 
strictest economies and prudence, to cut losses, reduce cost 
prices and increase the profitability of production. 
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Money allows the same unit of measurement to he used 
in accounting, production, planning and control of the ex¬ 
penditures of live and embodied labour, costs, prices, and 
incomes of each enterprise. Cost accounting makes the fi¬ 
nancial and economic position of enterprises directly depen¬ 
dent on the results of their operations. 

When carrying out planned management, the socialist 
state makes use of cost accounting as a means for exerting 
an economic impact on the operations of enterprises, as a 
means for taking the strictest account and verifying the 
results of the economic activities of each enterprise, and as 
an instrument for securing fulfilment of the state plan. 

Cost accounting stimulates an increase in the output nec¬ 
essary for society and an improvement in its quality. Out¬ 
put for which there is no consumer demand will not he 
sold, and the enterprise will not bo recompensed for the 
means it has expended. Thus, cost accounting serves the 
luller satisfaction of social requirements, which follows from 
the basic economic law of socialism. 

Cost accounting is directly connected with commodity- 
money relations and the operation of the law of value under 
the conditions of the socialist planned economy. In this, 
the law of value is used both for accounting and compari¬ 
son of costs^ and results, and for economic stimulation of 
production. Tho marketing of output shows how far the 
individual outlays of the given enterprise correspond to the 
socially necessary ones, and the material remuneration to 
collectives is dependent on this. 

Cost accounting relies on the entiro system of the econo¬ 
mic laws of socialism and serves their operation, as well 
as stimulating greater efficiency of social production and 
better quality work. Speaking of the significance of cost 
accounting, Lenin stressed that millions of people might 
be brought to communism “not directly relying on enthusi¬ 
asm, but aided by the enthusiasm engendered by the great 
revolution, and on the basis of personal interest, personal 
incentive and business principles”. 1 Cost accounting is 
carried out in both public, collective farm and co-operative 
enterprises. 

The organisation of the work of industrial enterprises on 
a cost accounting basis presupposes observance of the nec- 

1 V. 1. Lenin, “Fourth Anniversary of the October Revolution”, 
Collected Works, Vol. 33, p. 58. 



y principles ensuring more economical running of the 
65 omy. One such principle is to combine correctly cen- 
T'riised, planned guidance by the socialist state with the 
economic and day-to-day independence and initiative oj 
Enterprises and associations. 

Such a combination makes it possible, on the one hand, 
l0 utilise the advantages of centralised planning, on the 
other it furthers the development of tho working peoples 
creativity. This principle is fixed in the Constitution of the 

USSR. . ... . 

The state allocates to each cost accounting public enter¬ 
prise and organisation the material and monetary funds 
it requires to fulfil its plan. 

Cost accounting public enterprises act in their interrela¬ 
tions as independent legal and economic units. They also 
enjoy the right to take on their own stall, to train and raise 
the skills of their workers, and apply the wage system they 
I)I*0f 01*. 

Cost accounting enterprises have their own independent 
balance-sheets, which reflect the basic indicators of then 
economic operations. Enterprises have their own accounts 
in tho State Bank, in which they keep their funds and 
through which they complete settlements with other enter¬ 
prises and organisations. 

All together this allows the directors of public enterprises 
and economic organisations to decide, flexibly and efficient 
ly, tho issues lliat arise in the management of production, 
to demonstrate economic initiative and manoeuvrability in 
disposing of production and money resources, and to achieve 
plan fulfilment for the lowest possible inputs. 

The economic and day-to-day independence of state en¬ 
terprises is accomplished within the bounds of state plan 
targets. By allowing enterprises this independence, the state 
makes them materially responsible for the safety, correct 
and most rational use of resources, for fulfilment of the 
plan and obligations to the state budget, suppliers and 


consumers. , , . . , 

Fulfilment of the basic targets laid down in the plan is 
the law for each enterprise. The directors of enterprises are 
responsible to higher organisations for all economic produc¬ 
tion operations. 

The economic relations between enterprises are regulated 
with the help of economic contracts. Contractual relations 
are one feature of cost accounting. In accordance with tho 
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state plan, cost accounting enterprises buy the means of 
production they require and sell their output to those cus¬ 
tomers with whom they have signed contracts. 

ihe contract determines the delivery conditions, volume 
range and quality of output, delivery dates, the price, pay¬ 
ment date and procedure, the form and extent of respon¬ 
sibility for violation of the conditions of the contract. 

Strict observance by enterprises of contractual discipline 
is one of the chief requirements of cost accounting. 

Cost accounting presupposes constant monetary control 
over the production activities of enterprises. This means 
that the enterprise’s receipt of monetary funds is made 
dependent on the results of its work. Non-fulfilment of the 
plan for production and accumulation, and expenditure over 
and above planned outlays croato financial difficulties for 
enterprises in settling accounts with suppliers and in ful¬ 
filling obligations to finance and credit organisations. This 
entails the application of economic sanctions. Monetary 
control is accomplished by credit and finance organs during 
the financing and crediting of the enterprise, and also 
through the system of settlements for delivered output. 
Monetary control makes enterprises implement stricter econ¬ 
omies, spend their resources more carefully and speed up 
the turnover of these resources. 

Cost accounting presupposes the material interest of the 
enterprise’s management and entire collective of workers in 
its economical and rational running and in plan fulfilment. 

ihe material interest of the workers is ensured by the 
system of wages and bonuses in accordance with the eco¬ 
nomic law of distribution according to work done. The col¬ 
lective and personal material interest of the workers of en¬ 
terprises is stimulated by special funds. 

In socialist enterprises, deductions are made from enter¬ 
prise profits to set up three funds: 

1. The material incentive fund for workers. This is used 
to provide incentives to workers for individual achievements 
and high overall results of the work of the enterprise. Out 
of this fund factory and office workers are paid bonuses 
lor high work indicators throughout the year and also givon 
a one-time remuneration at the end of the year. In this 
account is taken ol tho length of the workers’s continual 
service record in tho enterprise. 

2 . rbe fund for socio-cultural measures and housing con¬ 
struction. This money goes on housing construction (in 
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afiition to centralised resources allocated for this purpose), 
the construction and maintenance of child-care institu¬ 
tions, young pioneer camps, holiday homes and sanatoria, 
La for other socio-cultural needs. . ... 

3 The fund for production development, which, m addi¬ 
tion to deductions from profits, contains part of deprecia¬ 
tion deductions. This money the enterprise uses indepen¬ 
dently for the technological improvement of production and 
for complete renewal of fixed assets. 

Consequently, under cost accounting, the enterprise as a 
whole and each of its individual workers have a material 
interest in fulfilment and overfulfilment, of the plan, in the 
most economical and profitable running of the enterprise. 


Cost accounting and economies 

The planned management of the socialist economy creates 
all the necessary opportunities for rational use to be made 
or material and manpower resources throughout society. 
Each working person, working not for capitalists or land- 
owners, but for himself and for his own society, is deeply 
interested in a rational and careful use of the social wealth 
and in economical management of the economy.^ 

Economies are a principle of running the socialist econo¬ 
my, consisting in producing the best possible output tor 
the lowest possible inputs of means of production and la¬ 
bour. The implementation of this regime is one of the chief 
conditions for a growth of the socialist economy. A thrifty, 
economical use of manpower, material and financial re¬ 
sources has always been of enormous significance for the 
development, of the socialist economy. 

Implementation by the Soviet people of the programme 
oultlined by the 26th CPSU Congress for the development 
of the productive forces on the basis of technical progress 
requires tremendous inputs of manpower, material and fi¬ 
nancial resources. Hence the growing significance of econ¬ 
omies in the period of developed socialism. ‘An economy 
must be economical,” Leonid Brezhnev said at the Congress. 

Economies facilitate the fulfilment and overfulfilment of 
plans, a reduction of labour inputs and of the cost price of 
output. Better use of existing productive capacity, econom¬ 
ical use of raw and other materials, fuel and electricity make 

it possible to increase output without additional capital 









































inputs. The more rationally the national economy i s run 
and the more economically manpower, material and fi nan ’ 
cial resources are used in production, the faster the national 
wealth expands. 

Economies even of “trifles” can bring major results on 
the country-wide scale. Not even the most insignificant 
opportunity to reduce inputs, save on labour, materials and 
money can he ignored. A small saving in each production 
section, enterprise, and on each collective farm turns into 
huge figures for the national economy as a whole. This 
is why the strictest economies are acquiring such special 
significance nowadays. 

To tighten up regime of economies means to find more 
and more new opportunities for increasing output and re¬ 
ducing its cost price, for being more careful and rational in 
the expenditure of raw and other materials, fuel, and elec¬ 
tricity, for reducing the proportion of substandard produc¬ 
tion, all sorts of loss and non-productive outlays. 

The forms of cost accounting 

y^e have discussed cost accounting in production enter¬ 
prises as the primary unit in the national economy, hut 
cost accounting within enterprises and in the economic units 
above the enterprise level is of major importance in the 
management of the national economy. 

Cost accounting in production subdivision of enterprises 
differs significantly from that for whole enterprises. The 
subdivisions of enterprises (workshops, production sections, 
work teams, etc.) do not produce commodities, and there are 
no acts of sale or purchase within enterprises. Since they 
do not market output, production subdivisions do not have 
their own revenues, do not conclude economic contracts 
with other enterprises, do not have an independent balance- 
sheet nor an account in the hank, do not have direct rela¬ 
tions with credit and finance institutions, are not legal per¬ 
sons, and so on. Intra-enterprise cost accounting helps to 
reveal the contribution made by each workshop, production 
section, etc., to the overall results achieved by the enter¬ 
prise. It. is the more effective, the more closely'the indicat¬ 
ors of the plan and material stimulation of individual sub¬ 
divisions of the enterprise are co-ordinated with those for 
the whole enterprise. 
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^ rationing of a workshop operating on a cost ac- 
^ he . i „ s : s J assessed not only in terms of quantity 
counting 1,a — , , lf] nt of production tasks, but also 

indicators for » ™ JJ price is compared with 

S S on° expenditure are shown up. 

planned . P no mic results, additional material re 

numeration °is paid to the collective of the workshop, pro- 
^CpSeT oncost*accounting are also appM j 
iD “! re a s S ?«“ jrorprodlto n costs, 18 including 

aass :rs; 

disposal and act as economic levels 

production 

and make it more efficient. 


9 TTTF FUNDS AND MEANS 
OF THE COST ACCOUNTING ENTERPRISE 

In addition to labour power, 

"r & 

products, and oth- 

Means of production “J^^^rpri^tjrdivided into 
&££&il acting to the nature of their turn- 

over. 

Fixed assets 

Fixed assets include means of production that service 

%S&VtA >” d i”' 1 ” 11 ” 
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include production premises and installations, power nlan* 
and machinery apparatus, handling and haulage mean? 
ins ruments and tools that serve for more than a yeai anH 
cost over 50 roubles), pipelines, road and railway instS 
ations and road surfaces, dams, water mains, irrigation ami 
dramage installations, draft and commercial livestock, and 

One of the chief demands made on cost accounting en¬ 
terprises is economical use of fixed assets. An improve, 
ment in the use of fixed assets makes it possible to in¬ 
crease output and reduce its cost price without additional 
investment. 

One indicator of the use of fixed assets is the return on 
assets, or assets to output ratio (which expresses the out- 
put per rouble of productive assets and ma v be given by 
the following formula): s } 


where RA is return on assets, 

O is output, 

A is productive assets. 

( AU^T mGnt in lhe , usc of P roductiv e assets is one 
of the chief economic tasks. In order to raise the return 
on assets, uncommissioned equipment must be put into 
full production, redundant equipment must be sold or hand¬ 
ed over to other enterprises that do need it. Tdle time for 
eqmpment must he shortened by speeding up and iSprov- 
m the quality of equipment repairs, eliminating organi- 

uiTv n l eCh f Md * nterru Ptions in the 

supply of materials and equipment to enterprises Major 

me S n r tTr,r e f COnt r ilie( !; n thc shift ™tio of equip- 

hv r?v P ti? 11 ' Co * slderabl J results may also be achieved 
b\ raising the speed of machinery operation and of produc¬ 
tion processes m general, etc. 

Greater independence and financial resources for enter- 
?™ e ® open favourable prospects for increasing the re¬ 
turn on assets. Using their own funds and credit enter- 
pnses Q r e able to replace obsolete with new technology in 
good time, and take measures to modernise equipment 
when this is economically justified. At the same time pay- 
ment for fixed productive assets and material circulating 

?lilisation lSeS eDterpriS0S ’ intorest in ^proving thei? 
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■ mring their productive consumption, fixed assets grad- 
X w ear out. There are two types of wear- physical 

?ear and tear and obsolescence. 

physical wear and tear is a result of physical or chem 
• G al action on the fixed assets during the production pro- 
|. 0 «s or of the impact of natural factors. 

Obsolescence is a result of technical progress and means 
that as technology develops, it becomes unprofitable to 
continue using old rather than new, more productive and 
cheaper machinery. Machinery and other elements ol fixed 
assets gradually become obsolete until they are physically 
unusable. So, in order to reduce losses connected with the 
obsolescence of fixed assets, the planned, balanced modern¬ 
isation of equipment is necessary; equipment must fie 
used at full capacity, idle time eliminated, and so on. 

Replacement of worn-out fixed assets is paid for out ot 
depreciation deductions, which are formed by the part ol 
the value of fixed assets corresponding to their wear being 
included in the value of the finished product. One part ol 
the depreciation fund of public industrial enterprises is 
used by the state to replace fixed assets going out ot pro¬ 
duction, and another part is put at the disposal ot entei- 
prises and is used by them to replace the fixed assets com- 

1 ThJ volume of fixed assets in public enterprises is en¬ 
larged mainly out of the accumulated part of the national 
income. From 1913 to 1980, the fixed productive assets in 
the USSR increased 42-fold to reach 1,149 billion roubles. 

In addition to the fixed productive assets, there are also 
hxed non-productive assets, which consist of the property 
of the socialist state or collective farms, used for non-pro¬ 
ductive consumption over a period of several years. 1 >e> 
include housing, the premises, installations and equipment 
of establishments and organisations m the education 
health and municipal services, administrative, cultural and 
other amenities. 


Circulating assets 

Circulating assets are the part of the means of produc¬ 
tion that is used up completely in thc production process 
during one production period and the value oi which k 
transferred totally to the finished product. 
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Circulating assets include, in physical terms: (1) p ro 
ductivite stocks in warehouses—raw, basic and auxiliary 
materials, fuel, purchased semi-finished products, spare 
parts for current repairs, tools of low cost and durability 
various other tools, and so on; (2) incomplete output, se¬ 
mi-finished products and a long-term renewal fund. 

The composition of the circulating assets of public en¬ 
terprises may be illustrated as follows: 



Circulating means 


Apart from fixed and circulating assets, socialist enter 
prises also require additional means for the sphere of cir¬ 
culation. Output produced in socialist enterprises is real¬ 
ised according to a plan, and the enterprises receive money 
ior it. It follows from this that, at any given moment, the 
cost, accounting enterprise has at its disposal (in addition 
(o fixed and circulating productive assets) a certain quan¬ 
tity ol finished output waiting to be sold and a sum of 
money already received from the sale of output Stocks of 
finished output ready for sale, and also the money the en¬ 
terprise needs for purchasing raw materials, fuel, and so 
on form the cash and disposable stocks of the enterprise. 

Circulating assets and cash and disposable stocks, in 
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money terms, make up the circulating means of the enter- 
r ise These two component parts of the circulating means 
J er ve the reproduction process in different ways: the cir¬ 
culating assets operate in the production sphere, while the 
cash and disposable stocks in that or circulation. Both of 
them function within the framework of the circuit of the 
enterprise’s means. 

The circulation means of socialist enterprises are divid¬ 
ed into their own and loaned means. 

The public enterprise’s own circulating means are. allo¬ 
cated to it by the state in accordance with its minimum 
requirements for fulfilling the production plan. The enter¬ 
prise’s demand for other means that arises at particular 
times of year in connection with seasonal stocks of raw 
materials and fuel, and also with goods being en route 
etc., is met by credit from the State Bank. Credit granted 
by the State Bank has to he paid back in a set period of 
time not exceeding a year, and interest has to be paid on 

it- . . 

The enterprise is only allocated the minimum means i> 

needs, as this encourages an economical expenditure of 
these means and speeds up their turnover. 


Rato of turnover of circulating means 

The rate of turnover of circulating means is one of the 
generalising indicators of the economic activities of enter¬ 
prises and organisations. The circulating means of enter¬ 
prises and economic organisations are in constant, mow 
ment and pass through three successive stages. This con¬ 
stant movement is the circuit of circulating means. 

In the first stage of the circuit, the circulating means 
of public enterprises are transformed from money into pro¬ 
ductive stocks, i.e., into means of production intended for 
production purposes. 

In the second stage of the circuit, the productive stocks 
are used up and transformed into finished goods. The cir¬ 
culating means are now in the sphere of productive con¬ 
sumption. At the third stage, the goods produced by the 
enterprise are marketed and the circulating means acquire 
a monetary form. The money is again spent on purchas¬ 
ing productive stocks and so on, i.e., the whole circuit re¬ 
peats itself over and over. 
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The time taken for the circulating means to passthrough 
all the successive stages of its circuit constitutes the full 
period of their turnover. 

An acceleration of the turnover of circulating means 
allows the cost accounting enterprise to reduce stocks of 
raw and other materials and material values used in pro¬ 
duction. Thus, it becomes possible to release part of the 
circulating means for expanding production in the given 
enterprise or for using them in other industries. 

The velocity of turnover of the means of enterprises de¬ 
pends on the time taken by production and circulation (in 
the form of stocks of finished output ready for sale, etc.), 
so the chief factors speeding up the rate of turnover of 
circulating means are a cut in production and circulation 
time, as well as elimination of excessive stocks. The signi¬ 
ficance of speeding up the turnover rate of circulating 
means on the countrywide scale is tremendous. 

3. COSTS OF PRODUCTION 
AND THE PRICE SYSTEM 

Cost price and its structure 
in the socialist economy 

The value of output in socialist society has three com¬ 
ponents: (1) the value of the means of production used 
up; (2) the value of the output created by necessary la¬ 
bour and (3) the value of the output created by surplus 
labour. 

The value of output in socialist society constitutes the 
social costs of production. 

The first two parts of the social costs of production form 
the cost price of the output of socialist enterprises. The 
third part of value forms the net income of society. 

Although the cost price of output is not planned cen¬ 
trally for the socialist enterprise, it is of major significance 
for the whole economy, and is taken into account in the 
self-sufficient running of enterprises. 

Tn industry, there is the factory cost price, including 
the enterprise’s outlays on production, and the full cost 
price, which includes, in addition to factory cost price, all 
the given enterprise’s outlays on marketing the output and 
for other purposes (transportation, packaging, the admi¬ 


ts 


.. ro pYuenditures of trusts and combines, outlays on 
siafi “Saining, dissemination of know-how and pay men l 

Hhe & cost 'price of industrial output has the following 

StI AH U the enterprise’s outlays on production are grouped 
■ Economic terms into the following homogeneous groups 
according*to the composition of the bas.c elements ot pro- 
duclion: 

1 Wages and supplements. 

2 Inputs of raw and other materials, luel and energy 
3* Depreciation covering the value of the worn ou i 

“'fFactorTand workshop outlays connected with man- 

agement and servicing of production. . ice 

Tho oWe of the individual elements in the cost price 

differs depending on the specific conditions and P e cuhan- 
ts of the* industry, as well as on the machinery available, 

th The g chiefwayftrre d duce°co3ts < ! “'ensure economies 
of social kbour in all sectors of the national economy 

are: higher labour' productivity; redu f ^j^ournunower 
other materials, iuel and energy per unit output, low 

faro of the people. For this reason, the dme to ieauc 

IUgfesSi 

the net income of society. 


Net income and its two forms 

Net income is the value of the surplus product created 
by surplus labour throughout socialist society, and exp 

society, like the whole national in- 
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conic, is created in the branches of material production. The 
net income created in public enterprises remains partly at 
the disposal of the given enterprises (in the form of pro¬ 
fits) and goes partly to the state. Not income is also creat¬ 
ed on collective farms. Some of it remains at the disposal 
of the collective farms and the rest is transferred to the 
state through the mechanism of prices and income tax. 


The Formation ol“ the Centralised Net 
Income of the State 



The net income takes two main forms: the centralised 
net income of the state and the net income of the public 
enterprise (or collective farm). 

The centralised net income oj the state is the part of 
the value of the surplus product of socialist society that 
is concentrated in the hands of the slate to be used for 
the needs of the whole people. 

This income enters the slate budget in the form of turn¬ 
over tax, deductions from profits, charges for social insur¬ 
ance based on wages, and income tax on co-operative en¬ 
terprises. 

The centralised net income of the state is used for sa¬ 
tisfying the needs of the whole people, financing capital 
construction, covering outlays on the country’s defence, 
education, the health service, pensions, administration, and 
so on. 

The net income of the public enterprise (profits) is the 
part of the value of the surplus product that remains at 
the disposal of the enterprise. The magnitude of the net 
income of the enterprise depends on the degree of plan 
fulfilment or overfulfilment and reductions in cost prices. 
The more efficiently the enterprise operates and the lower 
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. rost price of output, the higher its net income. Ibis 
th res the material interest of all the enterprises work- 
sin increasing the profitability of production. 

Profit and its distribution 
between the state and the enterprise 

In socialist society, profit is the part of society s net in¬ 
come that remains and is realised in the given enterprise 
Profit is one of the generalising indicators, reflecting the 
efficiency of the enterprise’s economic operations. 

Socialist profit differs in its social nature irom capitalist 
nvofit. Profit under capitalism expresses the antagonistic 
contradictions between labour and capital. Under socialist 
conditions, it is the result of the collective, joint iabom 
of people free from exploitation. In capitalist society, pro¬ 
fit is the only goal and motive force of the capitalist, un¬ 
der socialism, profit is a means for developing production 
to ensure a constant rise in the people s welfare. Optima 
distribution of profit between the state and enterprise is ol 

m Payments lor productive assets are made into the budget 
by the enterprise out of its profits, these constituting *e 
centralised net income of the stale. In Soviet industry, 
these payments are usually six per cent of the value of 
the fixed assets and circulating means. Payments tor as¬ 
sets express the economic relations between society as a 
whole and individual enterprises in using the national re¬ 
sources allocated to them. Their chief function is to en¬ 
courage better use of productive assets 

If profitability is very high, fixed (rent) payments ma> 
be established into the budget out of profits. 

The existence of fixed (rent) payments is due to some 
enterprises, especially extractive ones, making excessn 
profits when a high level of labour productivity is ensured 
by natural conditions, rather than the results ol their econ¬ 
omic activities. For instance, outlays on mining coal by 
the open cast method are lower than m mines, so the par 
of the profit expressing the difference between the socially 
necessary and individual expenditures on production un¬ 
der more favourable natural conditions is removed into the 
state budget in the form of fixed (rent) payments. 

The enterprise also pays interest to the bank ior credit 

received. 
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After all these payments and contributions have been 
paid, what remains is net estimated profit, from which 
three economic incentive funds are formed: the material 
incentive fund, the fund for socio-cultural measures and 
housing construction, and that for the development of pro¬ 
duction. Then part of the profit is allocated to cover the 
planned requirements of the enterprise: financing central¬ 
ised capital investments, supplementing the enterprise’s own 
circulating means and other planned outlays. And finally, 
the remainder of the profit is paid into the state budget! 

The procedure for distributing profit can be illustrated 
as follows: 


Prof i l, balance 


Fixed 

pay¬ 

ments 


Loan 
interesI 


The net (income) profit of socialist enterprises is con¬ 
stantly rising: the profits of enterprises and economic or¬ 
ganisations in the USSR in 1940 were 3.27 billion rou¬ 
bles, in 1965—36.9 billion and in 1980—116 billion rou 
bles. 


Enterprise profitability 


Cost, accounting puts socialist enterprises in such a po¬ 
sition that they must achieve the greatest possible econo¬ 
mies of their own resources and run at a profit. 

Profitability of an enterprise means that the means it 
receives from marketing its output not only cover costs, 
but also provide a certain profit. 

II the inputs an enterprise makes in producing output 
are higher than socially necessary, this enterprise will not 
be able to cover its costs and will make a loss. And vice 
versa. The enterprise whose outlays equal the socially ne- 


Not ' y ot 

Limated) profil 


Coverage of 


Economic 

planned 

He- 

incentive 

enterprise 

main- 

funds 

require¬ 

ments 

dor 



ssarv expenditure or are below it is profitable. In plan¬ 
ning and running the economy, the socialist state proceeds 
from the need to ensure profitability of all enterprises and 

Profitability characterises the relative level of profit and 
it. may he calculated in two ways. First, as the ratio of 
profit to the outlays of the enterprise (the cost price of 

output): 



where P 1 is the profitability rate, 

P is the mass of profit, 

C is the cost price of output. 

This method for determining profitability is not often 
used nowadays, since it does not fully reflect the efficien¬ 
cy of the enterprise’s economic operations- the use of the 
fixed productive assets has virtually no effect, on it. This 
method is used for determining the profitability of produc¬ 
ing individual types of output and in planning then- 

prices. , . 

Second, profitability is determined as the ratio of profit 
lo the sum of the fixed productive assets and standardised 
circulating means of the enterprise. If is calculated accorc - 
ing to the formula: 



where P 1 is the profitability rate, 

P is the mass of profit, 

A is the value of productive assets and standard¬ 
ised circulating means. . ,, 

This indicator of profitability characterises primarily the 
degree of effective use of the enterprise’s productive assets. 

Let us assume that two enterprises have the same 
amount of productive assets, valued at 30 million roubles, 
hut that one of them makes an annual profit of 10 million 
roubles and the other of 12 million roubles. The first, en¬ 
terprise’s profitability level is: 

—j- X 100 = 33.3% 

while the second’s is: 

i|xl00 - 40% 


23-0536 


353 






















Consequently, the second enterprise makes more effi¬ 
cient use of its fixed assets. 

This procedure for calculating profitability interests en¬ 
terprise collective in making better use of fixed productive 
assets and reducing inputs of live and embodied labour. 

The level of profitability of enterprises depends on many 
factors: first, on all of those that affect the cost price of 
output; second, on the share of machinery, machine-tools 
and other equipment in the sum total of fixed productive 
assets; third, on the prices of the final product, on the qual¬ 
ity of the goods, on the conditions of supply and market¬ 
ing, and so on. 

Under socialism, a rise in the profitability of some enter¬ 
prises does not conflict with the interests of others; on the 
contrary, it creates the necessary conditions for speeding 
up the development of the whole national economy for 
many years to come. The profitability of socialist enterprises 
is not subject to spontaneous, random changes in prices 
because planned economic management onsurcs that out¬ 
put is sold at fixed, planned prices. 

The price system 

The output of socialist industry is sold at planned prices set 
in advance. The chief principle behind price formation under 
socialism is the planned establishment of prices, with 
due account of the social costs of production, i.e., prices 
based on the value of the commodity. In socialist society 
the price diverges from value, but such divergences do not 
take place spontaneously; they are determined by the state 
for the sake of developing the national economy. “Prices 
must,” stales the CPSU Programme, “to a growing extent, 
rofleet the socially-necessary outlays of labour, ensure re¬ 
turn of production and circulation expenditures and a cer¬ 
tain profit for each normally operating enterprise.” 1 

In the socialist economy thero are enterprise and indus¬ 
try wholesale prices, uniform purchase prices for agricul¬ 
tural produce, retail prices in stale and co-operative retail 
trade, and retail prices on the informal market. 

In the USSR, the wholesale price includes the cost price 
of output, the profits of the industrial enterprise, the 
costs and profits of the marketing organisation. If lurn- 

1 The Road to Communism, p. 537. 
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% r tax is levied on the given good, the wholesale price 

als ^,'"interconnection between the various types of price 
[ r T industrial output may be illustrated by the following 

schema: 


Cost price 
of goods 

Profit 

Turnover 

tax 

Marketing 

mark-up 

Trade 

mark-up 

Enterprise wholesale 
price 

Industry wholesale pric 

e 


- 

Retail price 


The turnover tax goes into the budget mainly from in¬ 
dustries producing consumer goods, as well as * 
of heavy industries (the oil, gas, iron and steel, electrical 
engineering and others). Many types of heavy indiisU> 
output are sold at prices below value, which moans that 
pari of the net income created by heavy industries is real¬ 
ised, through the turnover tax, in the prices of commodi¬ 
ties produced by light industry. , . 

When setting price, the state proceeds from the need to 
cover the planned production outlays of enterprises and to 
ensure their profitability. 

The state uses the price system to consolidate cost ac 
counting, stimulate a cut in production costs and rise in 
the output of the goods required. 


4. Cost Accounting on Collective Farms 

The cost accounting principles considered above are also 
applied in the main, on collective farms, harming on all 
collective farms,” states the CPSU Programme, 'must be 
based on the principle of profitability.” 1 Yet on collective 
farms, cost accounting does take somewhat different forms 
than it does in public enterprises, owing to the specifics Oi 


Ibid., p. 529. 
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the collective farm and co-operative form of property and 
natural production factors. 

Cost accounting requires, above all, that the entire gross 
output of the collective farm, in money terms, be taken 
into account. The gross output of the collective farm is all 
the output produced during the year in its collective econ¬ 
omy. A substantial part ol this output is sold and consti¬ 
tutes a marketable output of the collective farm. The 
bulk of the marketable output is sold to the state at basic 
purchase prices in accordance with a plan drawn up for 
several years. The prices of many products include a 50 
per cent mark-up on the basic purchase price for output 
sold over and above the plan, the purpose being to oncour- 
age overfulfilment of state plans. 

In the USSR, purchase prices, fixed by the state for each 
variety of output differ by /.one depending on the produc¬ 
tion conditions. For example, the purchase price for grain 
is higher in the Urals than in the Ukraine, because in 
the Ukraine fewer inputs of labour are required per centner 
of grain. 

In order to reveal the profitability of collective farm 
production, the cost price of the output must ho established. 
The cost price of collective farm produce is a monetary 
expression of the part of the value that covers inputs ol 
means of production (past labour) and payment to collec¬ 
tive farmers for their labour (part of live labour). It shows 
the collective farm how much the production and marketing 
of a given type of output will cost. 

The cost price of collective farm output includes the fol¬ 
lowing outlays: tile value of the fixed assets used up in 
the production process (depreciation payments), the value 
of the products and materials used up (those made by the 
farm itself and purchased elsewhere), outlays on payment 
for labour, other monetary outlays (money paid for busi¬ 
ness trips, etc.). 

Hie cost price of collective farm output is calculated 
as follows: seed, fodder and other materials producod by 
the farm itself are valued at the cost price of their produc¬ 
tion, purchased materials at their actual price. The wear 
and tear on productive assets (tractors, motor vohicies, agri¬ 
cultural machinery, etc.) is calculated at the rates usod on 
state farms, ihe payment collective farmers receive in kind 
is also calculated in money terms. Money wages facilitate 
the application of cost accounting. 
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native farm is a large-scale economic unit and Ihe 
c0 co |iective farm economy requires strict monetary 
,ll0i e 'I'tintr of all production outlays. Collective farms ac - 
m ' c0 TT of achieving a further drop in the cost price « 

* h f, Ti farm output, for which purpose they need, firs 
coHoGtive mm P r ductivity . The m »,n condition for 

of increase in this indicator is an intensification of 

in tiie r, priw 

Stale purchase prices are set in .-ucb < . ,] ie ; r 

ihp collective farms sell their output to the • fa 

expenditures on and incomes makes it possible to 

determine 'the^economic orofitability of producing given ag- 
SXa Foducfs and the results of the economic opera¬ 
tions of the collective farm os o whole. difteren- 

Part oT the net income of the collective 

^Collective farms located on the best and average tertU- 

“ V te 

refore paying lower transport ... , relatively poor- 

income compared wit 1 tar ”j s . w<) t the ne t income form¬ 
er production conditions. I his pm 

^Bu t^iffercoiti al rent II is also formed on collective tom* 
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system and income tax. 















































Collective farms have considerable reserves lor reducing, 
unit production outlays. A cut in the inputs per unit output 
on the basis of a rise in labour productivity brings a lower 
cost price and higher not income for the collective farm 
and a further rise in Ihe welfare of the collective farmers 


REVISION EXERCISES 

1. Describe the primary cost accounting unit in social 
production under socialism. 

2. What is the essence of cost accounting? 

3. What are the principles behind cost accounting? 

4. How is the material interest of every worker and col¬ 
lective of an enterprise ensured? 

5. What is the essence of economies and their influence 
on cost accounting? 

6. What are the forms of cost accounting? 

7. Describe .fixed and circulating assets. 

8. Describe circulating means and their circuit. 

0. Describe the value and cost price of the output of so¬ 
cialist enterprises. The structure of cost price and ways 
to reduce it. 

10. Describe net income and its forms. 

11. What is profit and how is it distributed between the 
state and the enterprise? 

12. What docs profitability mean and how is it calculated? 

13. What is the price system under socialism? 

14. What are the specifics of cost accounting on collective 
farms? 



Chapter XVI 

SOCIALIST REPRODUCTION. 
NATIONAL INCOME 
AND THE FINANCE 
AND CREDIT SYSTEM 


I. SOCIALIST REPRODUCTION 

The essence of socialist reproduction 
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possibility of crises of overproduction and the appearance 
of unemployment. 

A characteristic feature of socialist reproduction is a con¬ 
tinuous growth of production. Socialist reproduction is car¬ 
ried out in a planned, balanced way, which means that the 
development of any industry, and of social production in 
genera], is accomplished acccording to a plan drawn up in 
advance. 

Socialist reproduction is also characterised by high rates 
of production growth. In the course of socialist reproduc¬ 
tion, the productive forces are constantly growing. 

The reproduction process, from the point of view of its 
social content, is the process of the reproduction of the pro¬ 
ductive forces and relations of production, and from the 
point of view of its material results, is the process of creat¬ 
ing the aggregate social product. 


The aggregate social product 
and its composition 

A result of socialist social reproduction is the creation 
of the aggregate social product and, on this basis, multi¬ 
plication of the social woalth. By social wealth we moan 
the entire mass of material values at the disposal of so¬ 
ciety, these being the result of the productive operations of 
both current and previous generations. It also includes na¬ 
tural resources, the intellectual and cultural values of so¬ 
ciety, scientific and educational potential, the overall level 
and structure of worker qualifications and the potential of 
the system of services. 

The aggregate social product consists of the entire mass 
of material wealth created by society over a specific period 
of time, usually a year (the annual social product). The 
aggregate social product is created by the labour of workers 
in the material production sphere—industry, agriculture, 
transport, communications, and also workers in trade, since 
the production process is continued here (packaging, sort¬ 
ing, storage and transportation). 

Apart from labour in malorial production, some labour 
under socialism is employed in the sphere of state manage¬ 
ment, cultural, municipal and medical services to the pop¬ 
ulation. The labour of the workers in these spheres does 
not participate directly in creating the aggregate social 
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Tims, in accordance with the purpose of the articles mak¬ 
ing up the aggregate social product, social production 
breaks clown into two main groups: the production 0 f 
means of production (Department I) and the production of 
consumer goods (Department II). 

In value terms, the entire aggregate social product breaks 
down into three parts: (1) the value of the means of pro¬ 
duction used up, which is transferred to the finished product: 
(2) newly created value intended for the personal consump¬ 
tion of the working people; (3) newly created value intended 
lor expanding production and the social consumption fund. 

Each of these parts fulfils a special role in the process 
of reproduction. The first part goes to replace (in value 
terms) the means of production used up, i.e., the wear and 
lear on premises, installations, machine-tools, mechanisms, 
raw materials, fuel, electricity and other elements of a 
productive purpose. 

The second part of the value of the social product covers 
labour inputs, i.e., the goods consumed hv the workers in 
material production. 

The third part of the aggregate social product embodies 
the value of the surplus product and covers expenditures 
on maintaining the non-productive sphere. It forms the 
fund for expanding production (the accumulation fund). 

The conditions for the realisation 
of the aggregate social product 

The annual aggregate social product produced is realised 
according to a plan by means of exchange between De¬ 
partments I and II and within each of them. 

Let us look, first, at how the output of enterprises in 
Department 1 is realised. 

In order to renew the production process in Department 
I continuously, (he means of production used lip within it 
must he constantly replaced. 

This is achieved through exchange between the various 
industries within this department. For instance, the iron 
ore mining and coal industries provide raw materials and 
fuel for the iron and steel industry, which supplies the en¬ 
gineering industry with metal and receives equipment in 
return, and so on. Between the industries of Department T 
there is planned exchange of the means of production re- 
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value terms lo: (a) supply workers in the two departments 
of socialist production, both those already working 
and those newly entering production, with consumer goods 
according to the principle of “to each according to his 
labour”; (b) supply those employed in the non-productive 
sphere (administration, education, health service, etc.) ac¬ 
cording to the same principle: (c) create socially neces¬ 
sary stocks and reserves of consumer goods. 

Only if these conditions are observed can there he ex¬ 
tended reproduction of the aggregate social product. 

The priority growth of the production 
of means of production 

The most vital and necessary condition for socialist ex¬ 
tended reproduction is the priority, i.e., more rapid, growth 
of the production of means of production (Department T) 
compared with the production of consumer goods (Depart¬ 
ment TI). Tn order to expand production, first of all means 
of production must he produced, moreover in quantities 
sufficient not only for replacing the means of production 
used up during the production process, but also for expand¬ 
ing the volume of production in all sectors of the national 
economy. 

Lenin considered the priority growth of the production 
of means of production compared with the production of 
consumer goods as an economic law of extended reproduc¬ 
tion. the essence of this law being as follows. 

The development of the productive forces of society, or 
technical progress, is accompanied by a rise in the share of 
embodied (past) labour in the social product and a drop 
in that of live labour. Manual labour is increasingly re¬ 
placed by machine labour, and this raises its productivity 
and, consequently, the scale and volume of production. The 
priority growth of the production of means of production 
reflects the replacement of manual by machine labour, and 
the progress of technology in machine industry in general. 
It is both a result of and condition for technical progress. 

Extended reproduction, accomplished on I lie basis of tech¬ 
nical progress, is inseparably linked with the priority growth 
of the production of means of production. 

Tn contrast, to capitalism, under socialism the priority 
growth of the production of means of production is different 
in essence. It is accomplished not spontaneously or cycli- 
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2 THE NATIONAL INCOME 
and ITS distribution 
under socialism 

The national income 
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In its physical, material form, the national income con¬ 
sists ol' part of the newly proclucod means of production 
and the entire mass of newly produced consumer goods, 
it is used: first, as a source of the consumption fund of 
workers in the sphere of material production, thereby en¬ 
suring the reproduction of labour power; second, as a source 
of extended reproduction and the formation of the reserves 
necessary for the uninterrupted process of extended social 
reproduction; third, as a source for maintaining the non¬ 
productive sphere. 

Since, under socialism, there is commodity production, 
the national income has a value as well as a physical 
form, and is expressed and measured through the medium 
of money, i he magnitude of the national income calculated 
in comparative prices is called the physical volume of the 
national income. 

The national income in socialist society differs basically 
fiom that in capitalist society. It differs in its economic 
nature, its sources, distribution principle and the way it is 
used. 

Under capitalism, the national income is created as a 
result of the exploitation of the working people and is 
disposed of by the exploiting classes, the greater part of it 
being appropriated by capitalists and landowners and the 
smaller part going to the working people. 

Under socialism, the national income is created by the 
labour of workers free from exploitation and belongs in 
its entirety to the working people. All the necessary con¬ 
ditions are created for a continuous and rapid growth of 
the national income. 

Thus, in the USSR the produced national income w r as 
1.16 times higher in 1980 than in 1940. In vaiuo terms 
the national income of the USSR was 145 billion roubles 
in 1960, 290 billion in 1970 and 450 billion in 1980. In 
1980, the national income will be 18-20 per cent higher 
than in 1980. 

in socialist society the national income grows primarily 
as a result of the rise in labour productivity. Of major sig¬ 
nificance here is the development of science and culture, 
the production experience accumulated by people, the level 
oi the knowledge and skills of the workers iA socialist 
society. 

In the USSR, the predominant part of the entire incre¬ 
ment in the national income comes from higher labour pro- 
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Distribution of the national income 

Thp distribution of the national income under socialism 

" tS '"S"i 

RsSf&’s; 


367 


















































the socialist state redistributes the national income mainly 
through the state budget. Those groups of the population 
who work in the non-productive sphere receive their incomes 
Ihrougli the redistribution of the national income. 

i he entire national income of socialist society breaks 
down into the consumption fund and the accumulation fund. 

The consumption fund is the part of the national income 
that is used for satisfying (lie requirements of the popula¬ 
tion for foodstuffs, clothing, footwear, domestic and cultu¬ 
ral items, and also for satisfying social needs. In the USSR, 
80 per cent of the national income is spent for these pur¬ 
poses. 

The consumption fund is formed from the products creat¬ 
ed by necessary labour, and also from part of the surplus 
product. 

According lo the way the consumption fund is used under 
socialism, it can itself be broken down into the fund for 
paying for the work done by workers in socialist produc¬ 
tion and the fund for social consumption, which is spent 
on socio-cultural needs, i.e., to cover requirements in the 
sphere of science, education, the health, service, art, and so 
on, on social security (state aid to largo families and to 
single mothers, pensions, etc.), to cover outlays on admin¬ 
istration and defence (maintenance of the state machine, 
armed forces, and so on). Tho social consumption fund is 
of major significance for the rise in the people’s well-being. 

1 he accumulation fund is created from the surplus pro¬ 
duct. Materially, this fund is mainly output produced by 
Department I, but a certain part of the output of Depart¬ 
ment II is also accumulated (the accumulation of con¬ 
sumer goods for newly employed workers, the formation 
of reserves and stocks of consumer goods, etc.). In mone¬ 
tary terms, the accumulation fund is chiefly the means of 
the state budget, state and collective farm and co-opera¬ 
tive enterprises, allotted for accumulation purposes. The ac¬ 
cumulation fund consists of about 20 per cent of tho nation¬ 
al income. 

In tho way it is used, the accumulation fund can he bro¬ 
ken down into three parts, one of which is used lo expand 
production, another intended for financing and construction 
of cultural and other amenities (schools, hospitals, housing, 
etc.), and the third forms the reserve or iusuranco fund. 

Distribution of the aggregate social product and national 
income can be expressed by the following schema: 
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Socialist accumulation takes place by means oi capital 
investment in the national economy, and this goes up by the 
year. 

3. THE FINANCE AND CREDIT SYSTEM 
UNDER SOCIALISM 

A major role is played in socialist reproduction by the 
finance and credit system, which is called on in its entirety 
to serve production, distribution, exchange, accumulation 
and consumption of the social product. Finances and credit 
are involved in the distribution and use of the chief part 
of the social product—the national income. Through fi¬ 
nances and credit, the socialist state exerts an active in¬ 
fluence on the economic operations of each and every en¬ 
terprise, thereby facilitating the full revelation of reserves 
and savings on inputs. 

The state budget 

The national income, as we have seen, is created in the 
sphere of material production (in socialist enterprises) and 
a significant part of it goes into the accumulation fund, i.e., 
is used for further expanding production. 

If enterprises themselves made direct use of this part of 
the national income for expanding their own production, 
however, it would not be possible to ensure a correct bal¬ 
ance in the development of individual enterprises and sec¬ 
tors of the national economy, so a centralised accumulation 
fund is set up in the socialist economy and used as a source 
of financing for the construction of new enterprises, and the 
modernisation and expansion of existing ones. 

The centralised accumulation fund is concentrated in the 
state budget, the chief link in the finance system of the 
socialist state. The stale budget is the basis of the country’s 
financial plan, by means of which a significant part of the 
national income is concentrated and used for satisfying 
social needs. It is drawn up in accordance with the national 
economic plan. 

The state budget consists of a credit and a debit side. 

The credit side of the state budget comes chiefly from 
revenues from socialist enterprises, including turnover tax, 
payments out of the profits of public enterprises and oco- 
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not coincide. Enterprises and economic organisations accu¬ 
mulate money in their accounts in the State Bank as th 
mitnut “ marketed, and this money is then spent over a 
certain period of tiine. The rise in the incomes of the work¬ 
ing people is also accompanied by the formation of su 
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A t the same time, some enterprises and economic organ- 
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money This additional money is required by enterprises and 
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the net income of socialist society. 

Under socialism, credit furthers the rational use of the 
means of enterprises, a growth of socialist production and 
a rise in its profitability. 

The redistribution of temporarily idle resources between 
the industries and enterprises of the socialist economy is 
carried out by a ramified credit and banking system. 

Under developed socialism, the need arises to expand 
credit relations, replace" non-returnable financing with a 
system of returnable and time crediting. This is promoted 
by a further development, of cost accounting relations be¬ 
tween enterprises (associations) and hanks, and the con¬ 
solidation of enterprises’ own financial basis. 

The credit and banking system in the USSR consists of: 
(1) the State Bank, (2) the All-Union Bank for the Fi¬ 
nancing of Capital Investment (USSR Stroibank), (3) the 
Bank for Foreign Trade of the USSR (Vneshtorgbank) 
and (4) stale savings banks. 

The leading position in the credit and banking system 
belongs to the State Bank, which is the chief hank grant¬ 
ing short-term crediting of the national economy, the co¬ 
untry’s accounting and cash centre. It is through the State 
Bank that all settlements are made between economic 
organisations and establishments, payments pass into the 
budget, and settlements are made between establishments 
and organisations and the population. The State Bank is 
also the only bank of issue: it issues money into circula¬ 
tion, plans and regulates money circulation. Finally, this 
bank is the country’s only currency reserve centre, and it 
carries out international settlements. 

The State Bank of the USSR is the world’s biggest 
bank. It has over 6,000 branches (republican, territory, re¬ 
gional and city offices, district branches and local receipt 
banks), which carry out an enormous volume of account¬ 
ing and credit operations. 

The All-Union Bank for the Financing of Capital In¬ 
vestment (Stroibank) is responsible for the financing and 
long-term crediting of the capital construction of enter¬ 
prises, as well as the short-term crediting of contract con¬ 
struction organisations, and carries out. settlements between 
clients and contractors. 

Take the Stale Bank, Stroibank checks on the fulfilment 
of plans for construction work, on the correct utilisation 
of means and reduction in the costs of production. 
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Chapter XVII 

THE W ORLD SOCIALIST SYSTEM 


1. THE EMERGENCE AND DEVELOPMENT 
OF THE WORLD SOCIALIST SYSTEM 

The chief content and main feature of the present age 
is the transition from capitalism to socialism, initiated by 
the Great October Socialist Revolution. This transition is 
an inevitable historical process. The October Revolution 
ushered in a new age in world history and put an end to 
the undivided sway of capitalism. 

The emergence of the socialist economic system in the 
USSR was of tremendous international significance and 
exerted a decisive influence on the entire subsequent course 
of world development, thereby fundamentally changing 
the socio-political map of the world. 

The socialist revolutions in a number of countries of Eu¬ 
rope and Asia and in Cuba were a continuation of the Oc¬ 
tober Revolution in Russia. 

As a result of the victory of socialist revolutions and the 
withdrawal of a number of countries from the capitalist 
system, the world socialist system emerged and began to 
develop. The formation of the world socialist system has 
been the main result of the progressive development of so¬ 
ciety in the present age. 

The world socialist system is not simply the sum total 
of the states that have withdrawn from capitalism—it is a 
social, economic and political community of free, sovereign 
peoples, advancing towards socialism and communism, unit¬ 
ed by common interests and goals, and the close tics of 
international socialist solidarity. 

The economic basis of the world socialist systom is so- 
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dividual countries were 12 times for the USSR, 14 times 
for Poland, merely 8.5 times for Czechoslovakia, about 9.5 
times for the CDR, some 8.5 times for Hungary, 33 times 
for Romania, 24 times for Bulgaria and 16 times for Mon¬ 
golia. 

The socialist countries have solved or are successfully 
solving the most difficult problem involved in socialist 
construction—the voluntary transfer of the peasantry from 
small individual holdings to large-scale mechanised, co¬ 
operative socialist farming. This testifies that, as a result 
of the indestructible fraternal co-operation between work¬ 
ers and peasants, socialist relations of production have tri¬ 
umphed not only in the towns, but also in the country¬ 
side. The share of the socialist sector in the total area of 
agricultural land in the socialist countries is over 90 per 
cent. 

The high level of economic development of the socialist 
countries makes it possible for them to ensure a steady 
rise in the material welfare and cultural standard of living 
of the working masses. In those countries, the national in¬ 
comes are growing rapidly, and about four-fifths goes to 
satisfy the people’s fast growing requirements. 

The world socialist system has now entered a new stage 
in its development. The Soviet. Union lias successfully 
built a developed socialist society, and is now creating the 
material and technical basis for communism. The other 
countries of the world socialist system are laying the foun¬ 
dations for socialism, and some of them have already enter¬ 
ed the period of building a developed socialist society. The 
dominant role in the economies of the socialist countries 
is played by socialist relations of production. 

The countries of the world socialist system, many of 
which used to be backward, have now become flourishing 
socialist states. Only a very short period of time, in his¬ 
torical terms, was required for them to overcome their 
former economic backwardness, to create and develop their 
own modern industries. 

The planned economies of the socialist countries devel¬ 
op significantly faster than those of the capitalist states. 
But the establishment of the world socialist system is a 
complex and multifaceted process, connected with over¬ 
coming difficulties of both an objective and subjective natu¬ 
re. Fraternal relations and co-operation arc organised be¬ 
tween countries with far from identical economic levels of 
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menl, the improvement of the people’s standard of living 
the development of democracy and the involvement of the 
broad population in running the state, it is brought home tn 
them that only on the way to socialism and communism 
it is possible to satisfy the working people’s needs. All 
this revolutionises the masses, helps to involve them in the 
active struggle against capitalist oppression and for nation¬ 
al liberation and social emancipation. 

Second, as time goes on, the role of the socialist states 
grows increasingly as a force directly opposing the aggres¬ 
sive plans of imperialism. Now that the might of the So¬ 
viet Union and the entire socialist community paralyses 
the main forces of international reaction and aggression, 
the peoples of the developing countries have more favour¬ 
able opportunities for fighting imperialism and internal 
reactionaries. There is a very close link between the suc¬ 
cesses of the revolutionary struggle in the capitalist coun- 
liies, the victories of the national liberation movement and 
the growing might of the world socialist system. 

The formation of the world socialist system and its 
strengthening unity and solidarity signify “a type of truly 
just, equal, and fraternal relations between states never 
seen in history before”. 1 


2. CO-OPERATION 
AND MUTUAL ASSISTANCE— 

THE BASIS OF THE ECONOMIC RELATIONS 
BETWEEN THE COUNTRIES OF THE WORLD 
SOCIALIST SYSTEM 

Co-operation and mutual assistance between the socialist 
countries on the basis of their unity of economic, political 
and ideological foundations has entailed the formation of 
the world socialist system. 

The system of the socialist world economy is a totality 
, natlon »l economic complexes of sovereign socialist states, 
closely linked by comprehensive economic, scientific 
and technical co-operation, the international socialist divi¬ 
sion ol labour and the world socialist market. 


1 Documents and Resolutions. The 26th Coneress of the Com. 
munist Party of the Soviet Union, p. 8. * 1 h * C ° m 
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The ideas of friendship, co-operation and mntual assis 
* between the socialist countries are fixed in the con 
laI mions of most of the fraternal countries. “The new Con¬ 
i' ton of the USSR declares friendship, co-operation and 
Mutual assistance with other socialist countries the corner¬ 
stone of Soviet foreign policy.’ 1 
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1 Ibid., pp. 9-10. 
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fiat-ion of socialist relations of production. As a result, the 
mutual relations between the socialist countries include no 
striving towards economic expansion, no-domination or sub¬ 
ordination. 

In the world socialist system, the economic links and 
relations between the states are accomplished in accord¬ 
ance with the requirements of the economic laws of social¬ 
ism and are subordinated to the task of continually ex¬ 
panding production on the basis of advanced technology, 
in order to raise the welfare of the working people. 


The international socialist division 
of labour 

The development and strengthening of the economic co¬ 
operation between the socialist countries takes place on the 
basis of the international socialist division oj labour. The 
division of labour between the socialist conn trios differs 
fundamentally from that in the world capitalist system. 
The international capitalist division of labour is accomplish¬ 
ed spontaneously during a fierce competitive struggle 
and the pursuit of profits. The socialist international divi¬ 
sion of labour is accomplished in a planned way, on the 
basis of the operation of the law of the planned, balanced 
development of the national economy. 

Socialism created, for the first time ever, the necessary 
conditions for equal and mutually beneficial co-operation 
between big and small nations. It ensures a strengthening 
of the economies of the independent states making up the 
world socialist system. Harmoniously complementing one 
another, the socialist countries are enabled to economise 
on forces and means for the comprehensive development 
of their productive forces. Each country can, on a mutual 
basis, make use of not only its own resources, but also 
those of the other countries of the community. This makes 
possible a more rational use of all the economic resources 
of the world socialist system in order to speed up the de¬ 
velopment of tlio economy and raise the well-being of the 
peoples of all the socialist countries. 

The international socialist division of labour allows each, 
country to focus on thoso branches of social production for 
which it enjoys the most favourable conditions, i.c., natu¬ 
ral and material resources, production base, workers, engi- 
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or a few countries in order to satisfy the requirements of 
all the other countries; second, are geared to achieving the 
highest world-wide standards in the quality and technolog¬ 
ical level of output. 

Specialisation and co-operation in production take ac¬ 
count both of the specific interests of each individual coun¬ 
try and the common interests of the socialist community. 
They facilitate better use to be made of the socialist coun¬ 
tries’ production capacities, the organisation of mass and 
large-batch production, the reducing of production costs 
and improvement of output quality. 

In the process of economic co-operation and extension 
of production specialisation, the industrial profiles of the 
individual socialist countries emerge, and their place in the 
system of economic links between the socialist states is 
determined. 

For instance, in Czechoslovakia it is primarily heavy and 
power engineering, and certain light industries that have 
been developed; the German Democratic Republic special¬ 
ises in heavy power engineering, precision mechanics, op¬ 
tics, and the production of chemicals; in Romania, there 
has been broad development of oil-refining and the manu¬ 
facture of equipment for the oil industry, and so on. 

At the same time, while most of the socialist countries 
specialise in the production of specific types of output, a 
country like the USSR has an enormous territory, diverse 
natural resources and a large population, so it develops all 
the m; in industries. Yet this does not exclude the USSR’s 
broad participation in the international socialist division 
of labour; on the contrary, it creates the most favourable 
conditions for the development of specialisation and co¬ 
operation in production within the world socialist system. 


The evening out 

of the development levels 

of the socialist countries 


In the world capitalist system, the international division 
of labour led to the formation of developed imperialist states, 
on the one hand, and of backward, agrarian countries, 
on the other, whereas, in the world socialist system, the 
international division of labour is expressed in a planned, 
balanced and rational location of production among the so¬ 
cialist countries. 




















countries to a new and higher level of economic and polit¬ 
ical maturity. The comprehensive influence of the build¬ 
ing of socialism and communism on the peoples of the 
non-socialist countries is continually growing. Lenin’s pre¬ 
diction that socialism would make the greatest impact on 
international development through its economic successes 
has been fully born out. The growth of this influence is 
a major specific of the current stage in the development of 
the world socialist system. 


3. THE MECHANISM AND FORMS 
OF ECONOMIC CO-OPERATION 
BETWEEN THE SOCIALIST COUNTRIES 

The economic relations between the socialist countries 
consist of mutual exchange of activities in the process of 
the socialist international division of labour, which is ma¬ 
nifested in all the diversity of forms of economic co-oper¬ 
ation and is planned in character. 

The chief forms of economic co-operation between the 
countries of the world socialist system are: co-ordination 
of national economic plans, mutual economic and techni¬ 
cal assistance, scientific and technical co-operation and ex¬ 
change of experience in the development of the economy, 
co-operation in staff training, foreign trade, and currency 
and financial co-operation. 


Co-ordination 

of national economic plans 

The international socialist division of labour, the special¬ 
isation and co-operation in production of the socialist states 
presuppose planned economic links between them. 

In accordance with the law of the planned, balanced de¬ 
velopment of the national economy, the economic co-oper¬ 
ation between the socialist countries develops on the basis 
of mutual co-ordination of national economic plans. 

The co-ordination of plans is a now form of joint plan¬ 
ning, inherent only in the socialist countries, which makes 
it possible to combine efforts in developing the national 
economy with those in consolidating and expanding the 
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port, and better satisfying the demand for consumer goods 
and foodstuffs. 

In 1949, the Council for Mutual Economic Assistance 
(CMEA) was set up on the principles of full equality of 
all participant states, to organise the planned, balanced 
economic co-operation between the socialist countries. The 
CMEA is an intergovernmental economic organ of the so¬ 
cialist countries and is called on to organise the exchange 
of economic and technical experience, render mutual as¬ 
sistance in raw materials, foodstuffs, machinery and equip¬ 
ment, co-ordinate the plans for the development of the so¬ 
cialist countries’ economies on the basis of a rational di¬ 
vision of labour between them. 

The Council’s members are Bulgaria, Czechoslovakia, Cu¬ 
ba, Hungary, the GDR, Mongolia, Poland, Romania, the 
USSR, and Vietnam, with Yugoslavia participating in a 
number of CMEA organs. 

According to the CMEA Charter, the chief goal of tins 
international organisation is by means of unification and 
co-ordination of the efforts of the member states, to furth¬ 
er the planned, balanced development of their national 
economies, an acceleration of economic and technical ad¬ 
vance, a rise in the level of industrialisation of the coun¬ 
tries, a continuous growth of labour productivity and steady 
rise in the well-being of the people. The work of the CMEA 
is the organisational embodiment of the principles of 
the new type of international economic relations—socialist 
mutual assistance and fraternal co-operation in order to 
ensure a steady, overall growth. 

The sovereignty and equality of the CMEA countries is 
ensured by their equal representation on the Council’s or¬ 
gans, which make recommendations and decisions on the 
agreement of all the states interested in the issue under 
consideration. 

The principles of the countries’ interests allow co-opera¬ 
tion to be developed between those states that recognise 
this as being beneficial, for not all the CMEA countries 
are equally interested in all international measures. 

The CMEA is an open international organisation, which 
other states can join, provided they share the goals and 
principles of the Council and express a desire to co-oper¬ 
ate on the basis of these principles. 

The supreme organ of the Council is the session, which 
is convened in the capitals of each of the member coun- 
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the construction of various projects essential for the na¬ 
tional economy. 

Soviet assistance to the other socialist countries covers 
virtually all industries of the national economy. In 1979 
Soviet deliveries of complete equipment went to 540 pro¬ 
jects, of which 120 are already fully or partially operating. 
The Soviet Union assists in the construction of various 
projects in Bulgaria, Czechoslovakia, Cuba, the GDR, Hun¬ 
gary, Mongolia, Romania, and the Korean Democratic Peo¬ 
ple’s Republic. Mutual economic assistance on a broad scale 
is also rendered by tho other socialist countries. For in¬ 
stance, Czechoslovakia supplies equipment for projects in 
Bulgaria, Cuba and Romania; Vietnam receives technical 
and economic support from Bulgaria, the GDR, Hungary 
and Poland. 

The long-term special programme for co-operation in the 
sphere of energy, fuel and raw materials envisages a com¬ 
plex of measures furthering the satisfaction of the CMEA 
countries’ rational requirements for fuel and raw material 
resources. A major sphere of co-operation is the construc¬ 
tion of atomic power stations in the CMEA countries with 
Soviet assistance. By 1990, the capacity of such power sta¬ 
tions will have reached about 37 million kW. It has been 
calculated that the atomic power stations will save about 
70 million tonnes of conventional fuel a year. Substantial 
savings will also result from the elimination of long-dis¬ 
tance transportation of the fuel required by thermal power 
stations. 

An important place in the economic relations between the 
socialist countries belongs to the joint construction of enter¬ 
prises, which is one of the new and most promising forms 
of economic co-operation. Thus, the Mir power grid, which 
unites those of Czechoslovakia, Poland, Hungary, the GDR, 
the Western part of the USSR and Romania, was created 
in this way. Tho Druzhba oil pipeline for transporting So¬ 
viet oil was built by the joint efforts of the USSR, Poland, 
Czechoslovakia, the GDR and Hungary. The Soynz gas 
pipeline, which transports Soviet gas to Bulgaria, Hungary, 
the GDR. Poland, Romania and Czechoslovakia, is function¬ 
ing successfully. 

Agreements on the joint construction of large-scale pro¬ 
jects lead to stable specialisation and co-oporation in pro¬ 
duction. 
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Scientific and technical co-operation frees each socialist 
state from having to spend time, money and energy on 
elaborating scientific and technical problems already solved 
by the other fraternal countries. 

An important aspect of scientific and technical co-opera¬ 
tion between the socialist countries is that in personnel 
training. The higher educational institutions of the CMEA 
countries regularly train large numbers of young people 
from the fraternal states. Co-oporation also involves experts 
and workers undergoing production training in the enter¬ 
prises of the other socialist countries as well as trips by 
scientists and experts for raising their qualification at re¬ 
search institutes and higher educational institutions of fra¬ 
ternal countries. 

Foreign trade 

Trade between the socialist countries is a major form 
of their economic co-operation. The formation of the world 
socialist economic system gave rise to the world socialist 
market where there is no room for anarchy or rivalry, spon¬ 
taneous price fluctuations, non-equivalent exchange, trade 
wars, discriminatory restrictions or the exploitation and 
plundering of some countries by others. 

Foreign trade between the socialist countries develops 
according to a plan elaborated in advance and on mutually 
advantageous terms which serve to promote the economic 
development of each individual country. Trade is conducted 
at fair and stable prices fixed by voluntary agreement for a 
more or less long period (usually for five years), taking 
world prices into account. Co-operation and fraternal assis¬ 
tance are characteristic of foreign trade on the world social¬ 
ist market. 

The world socialist market is never depressed, its absorp¬ 
tive capacity is constantly growing as a result of unin¬ 
terrupted growth in production and a rise in the material 
and cultural level of the working people in the socialist 
countries. “All of us have a stake in the socialist market 
being able to meet the rising needs of the countries of our 
community. And the benefit of augmenting each other’s 
economic potential is certainly not confined to the purely 
commercial field.” 1 

1 Documents and Resolutions. The 26th Congress of the Com¬ 
munist Party of the Soviet Union, p. 13. 
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any inequitable political or economic conditions concerning 
the use of the credit. Credits are, as a rule, paid off in the 
form of the given country’s traditional exports. 

In 1964 the International Bank for Economic. Co-operation 
was set up within CMEA to carry out multilateral settle¬ 
ments in a special currency—the transferable rouble. This 
facilitated and simplified the multilateral accounts between 
the socialist countries and created favourable opportunities 
for a further development and increased efficiency of their 
mutual trade. The pursuance of a co-ordinated investment 
policy, acceleration of the construction of major projects of 
mutual interest, as well as of joint enterprises, are further¬ 
ed by the International Investment Bank, set up in 1970 
with a capital consisting of contributions made by the mem¬ 
bers of tho bank in the form of convertible currency and 
transferable roubles. 

The currency and finance relations between the socialist 
countries are continually and constantly improving; the role 
of the transferable rouble is growing as a collective cur¬ 
rency in the increasingly broad economic relations between 
the CMEA members. 

The international credit of the socialist countries allows 
the economically less developed ones to speed up their de¬ 
velopment, create a firm base for industrialisation of the 
national economy, and draw closer to the economically 
more advanced socialist countries in terms of their eco¬ 
nomic development levels. 

Socialist international credit stimulates the effective use 
of investment in the national economy, the creation of a 
rational structure of the international socialist division of 
labour, and furthers a constant expansion of the trade 
links between the socialist countries on a mutually benefi¬ 
cial basis. The development of the credit relations between 
the countries of tho world socialist system expresses the 
essence of the socialist-type economic relations. 


Socialist economic integration 

Socialist economic integration is the unification and plan¬ 
ned co-ordination of the socialist countries’ efforts in order 
to fulfil the key socio-economic tasks involved in further 
developing tho productive forces, to achieve the highest 
possible scientific and technical level, raise the people’s 
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ed and law-governed process. It is dictated by the high 
level of development of the productive forces achieved by 
the CMEA countries. The unification of the economic poten¬ 
tials of these countries, the close interweaving and co-or¬ 
dinated, planned and balanced development of their national 
economies allow them to ensure even bettor and more fully 
the flourishing of the economy of each country and, at the 
same time, to make full use of the economic laws and ad¬ 
vantages of socialism on the international scale. 

The successes of the economic co-operation and growing 
might of the world community of socialist countries are 
an earnest of the victory of socialism in the economic com¬ 
petition with capitalism. 


4. PEACEFUL COEXISTENCE 
AND THE ECONOMIC COMPETITION 
BETWEEN THE TWO WORLD SYSTEMS 

The essence of peaceful coexistence 

The question of peaceful coexistence and economic com¬ 
petition between socialism and capitalism was theoretically 
substantiated by Lenin. He proceeded from the fact that 
the socialist revolution cannot triumph simultaneously 
throughout the world, so, for a more or less extended period, 
one or a group of socialist countries would develop while 
capitalism remained in a number of others. 

The existence of the two systems—that of socialism and 
of capitalism—makes peaceful coexistence between them 
inevitable. 

Peaceful coexistence does not mean a rejection of the 
class .struggle. The coexistence between states with differ¬ 
ent social systems is a form of class struggle between so¬ 
cialism and capitalism. Neither does peaceful coexistenco 
mean that the two ideologies, the socialist and the capital¬ 
ist, come to terms. On the contrary, it presupposes a step-up 
in the struggle of the working class and its parties for the 
triumph of the ideas of socialism and communism. 

The Soviet people and the working people of the socialist 
countries do not like the capitalist system, any more than 
the socialist system appeals to the ruling circles of the 
capitalist countries. The people of each country are them- 
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supported the policy of peaceful coexistence between states 
with different social systems and will continue to do so in 
the future. 

The policy of peace arises from the very nature of social¬ 
ism and corresponds to the interests not only of the peoples 
of the socialist countries, hut also of those of all other 
nations in the world. Marxist-Leninist parties consider a 
consistent battle for peace not only as fulfilment of their 
historical mission before mankind—to avert the annihila¬ 
tion of peoples in the flames of a nuclear war—but also as 
a major condition for the successful building of socialism 
and communism, the development of the revolutionary 
struggle of the proletariat in the capitalist countries and of 
the liberation movement of the peoples oppressed by impe¬ 
rialism. 

“The policy of peaceful coexistence does not contradict 
the right of any oppressed people to fight for its liberation by 
any means it considers necessary—armed or peaceful. This 
policy in no way signifies support for reactionary rogimes. 

“It is equally indisputable that every people has the inal¬ 
ienable right to take up arms in defence against encroach¬ 
ments by imperialist aggressors and to avail itself of the 
help of other peoples in its just cause.” 1 

Peace is being guarded by the mighty socialist camp, 
headed by the Soviet Union. Together with the socialist 
countries, whose populations make up over a third of man¬ 
kind, a large group of non-socialist countries that have no 
interest in unleashing wars also come out for peace. The 
number of neutral states is growing: they strive to protect 
themselves from the danger involved in participating in 
imperialist militarist blocs. 

At the present time, the peoples are increasingly resolu¬ 
tely settling the questions of war and peace themselves. 
The anti-war movement of the popular masses is the major 
factor in the struggle for peace. A great organising force 
behind the struggle for peace is the international working 
class, the most implacable and consistent fighter against 
world war. 

The possibility of averting a war is not, of course, realised 
on its own. It requires a tremendously energetic struggle 
for peace and vigilance with respect to sallies by its one- 


1 International Meeting oj Communist and Workers' Parties, 
Moscow, 1969, p. 31. 
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The economic competition between socialism and capital¬ 
ism does not doom the masses in the capitalist countries 
to passive waiting; nor does it romove the need for a class 
and national liberation struggle. On the contrary, the tre¬ 
mendous significance of the victories of socialism in the 
economic competition with capitalism consists in the fact 
that they stimulate the class struggle of the working people, 
making them conscious fighters for their own emancipation. 
The imperialists are well aware of this, so they fear the 
socialist countries' successes in their development and strive 
to hold back their advance. 

Particularly apt at the current stage in the competition 
between the two systems are Lenin’s words to the effect 
that socialism’s chief lever for exerting an impact on the 
world revolution is its economic policy, the creation of the 
technical and economic base for the new society, surpassing 
the productive forces of capitalism. “Once we solve this 
problem,” Lenin pointed out, “we shall have certainly and 
finally win on an international scale.” 1 

The economic competition between socialism and capi¬ 
talism is a struggle for a higher level of per capita indus¬ 
trial and agricultural output, for the highest possible stand¬ 
ard of living. In this competition, the advantages are clear¬ 
ly on the side of the Soviet Union, on the side of social¬ 
ism. This is evidenced, above all, by the economic growth 
rates of the USSR and the USA. 

In competing with the USA, the USSR has already sub¬ 
stantially closed the distance separating it from the level 
of the American economy. 

What are the indicators of the course of the economic 
competition between the two systems and its results? First, 
economic growth rates. Let us look at the figures on this. 
From 1950 to 1980, the industrial output of the socialist 
countries increased fourteenfold, while that of the capital¬ 
ist ones—only about four times. This means that the world 
socialist system is developing its industry four times faster 
than capitalism is. From 1951 to 1980, the average 
annual rate of increment in the national income of 
the USSR was 7.4 per cent, while that of the USA was 
3.3 per cent; of industrial output—8.7 against 4.0; of agri¬ 
cultural output—3.0 against 1.6 per cent in the USA. 


1 V. I. Lenin, “Tenth All-Russia Conference of the R.C.P.(B.)'\ 
Collided, World, Vol. 32, p. 437. 
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ic system, the purpose of which is to satisfy increasingly 
fully the people’s constantly growing requirements. 

In the peaceful economic competition, socialism is ad¬ 
vancing on capitalism over a wide front. The task of en¬ 
suring economic victory in the competition with capitalism 
is being resolved by the USSR together with the other so¬ 
cialist countries. The Communist and workers’ parties of 
the socialist countries see it as their international duty to 
make full use of the advantages of the socialist system and 
the internal reserves of each country, by developing their 
economies rapidly in accordance with the existing oppor¬ 
tunities, in order, by their joint efforts, to ensure the full 
victory of socialism in the economic competition with cap¬ 
italism in the shortest possible time. 

The achievement of a superiority of the world socialist 
system over the capitalist system in material production 
will signify the world-wide historical victory of socialism. 


REVISION EXERCISES 

1. The emergence and development of the world socialist 
system. 

2. Describe the new type of economic relations between 
the socialist countries. 

3. What is the essence of the division of labour between 
the socialist countries? 

4. What are chief forms of economic co-operation between 
the socialist countries? 

5. Talk about the Council for Mutual Economic Assistance. 

(5. What is socialist economic integration? 

7. What is peaceful coexistence? 

8. What is the peaceful economic competition between so¬ 
cialism and capitalism and what are the prospects for 
it? 

9. What are the main directions in which the economic 
competition between socialism and capitalism is advanc¬ 
ing? 


It. 
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the economic laws governing 
the development of socialism 
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1. THE ECONOMIC COMMON FEATURES 
AND DIFFERENCES 

BETWEEN SOCIALISM AND COMMUNISM 


The common features 
of socialism and communism 

The economic basis of socialism and communism is so¬ 
cial ownership of the means of production. 

During both phases of the communist formation, the re¬ 
lations of production correspond to the productive forces, i.e., 
the social character of production corresponds to the social 
ownership of the means of production. The production of 
material wealth is carried out in the interests of ail society. 

Under socialism, as under communism, there arc no ex¬ 
ploiting classes or exploitation of man by man, no racial 
or national oppression. During the first and the higher 
phases of communist society, the relations of production 
are characterised by comradely co-operation and mutual 
assistance between people, free from exploitation. 

Socialism, like communism, is characterised by a contin¬ 
uous growth of social production on the basis of rapid 
scientific and technical progress for the purpose of satis¬ 
fying the material and cultural requirements of all mem¬ 
bers of society more fully. Under both socialism and com¬ 
munism, it is man himself that is brought to the fore, man 
as the creator of material and intellectual values and hav¬ 
ing material and cultural requirements. 

Characteristic of both phases of the communist forma¬ 
tion is the planned, balanced development of the national 
economy, ensuring rapid growth rates of production and 
rational use of society’s material and manpower resources, 
as well as a steady rise in labour productivity. 

Under socialism and communism alike, there is no anti¬ 
thesis between town and countryside, between mental and 
physical labour. 

During both phases of the communist formation, labour 
is free and creative in character. Also common to both 
phases is the equal duty of all members of society to work 
according to their abilities. 

Under socialism and communism MarxisULeninist ideol¬ 
ogy predominates. 
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Under communism, the character of labour will change. 
Under socialism, labour is not yet a primary vital require¬ 
ment. Under communism, free and creative labour, labour 
for the good of society as a whole, will become just such 
a primary vital requirement. But communism does not re¬ 
lease the members of society from their duty to work; it 
is incompatible with idleness and parasitism. Every able- 
bodied person will participate in social labour and ensure an 
uninterrupted growth of society’s material and cultural wealth. 

During the transition from socialism to communism, 
there is a further development of the forms of distribution 
of the material and cultural wealth among the members 
of society. The creation of a communist abundance of vital 
necessities and the transformation of labour into a prima¬ 
ry vital requirement make it possible to go over from the 
socialist principle of “from each according to his ability, 
to each according to work done”, to the communist prin¬ 
ciple of “from each according to his ability, to each accord¬ 
ing to his needs”. 

An equal relationship with the means of production and 
labour will he supplemented by equal relations in the dis¬ 
tribution of the material wealth in accordance with the ra¬ 
tional requirements of a culturally developed person. 

Under communism, commodity production and the eco¬ 
nomic categories connected with it—commodity, money, price, 
wages, cost accounting, credit and finance—all will disappear. 

Communism is the highest organisational form of the 
life of society. During the transition to communism, as the 
socialist relations of production develop and improve, 
changes will also occur in the infrastructure corresponding 
to them—in the sphere of political and legal institutions, 
and the forms of social consciousness will he further devel¬ 
oped. Socialist statehood will grow into communist social 
administration. 

With the transition to communism, the nations will 
draw closer and closer together on the basis of their com¬ 
mon economic, political and intellectual interests, frater¬ 
nal friendship and co-operation. 

let, in spite of the differences between communism and 
socialism, there is no wall dividing these two phases of so¬ 
cial development. Even now one can speak of the shoots 
of communism growing up within socialism. Thus, in so¬ 
cialist society, communist forms of labour and production 
organisation arise and develop as social forms for satisfy- 
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society advance to communism, i.e., until an abundance of 
material wealth has been achieved and people are ready 
to live arid work in a communist way. 


The gradual transition from socialism to communism is 
characterised by an acceleration of the advance, by a rap¬ 
id development of the productive forces and of culture, by 
revolutionary leaps forward in the development of science 
and technology. During Hie building of communism, there 
is a rapid development of modern industry, large-scale me¬ 
chanised agriculture, of the entire economy and culture, 
with the active and conscious participation of the millions 
of working people. 

This is facilitated by the uninterrupted growth of social 
production on the basis of scientific and technical prog¬ 
ress, a rise in the cultural and technical level of produc¬ 
tion workers, an increase in the consciousness and active- 
ncss of the working people in the struggle to build com¬ 
munism. 

The building of communism is riot a spontaneous pro¬ 
cess, but the result of the creativity of the broad masses 
of the working people, their conscious and active partici¬ 
pation in the development of social production, culture and 
science. 

The fruitful building of communism relies on knowl¬ 
edge and application of objective laws, allowing socialist 
society to select the shortest and most effective ways and 
methods to implement communist transformations. 

The full and final victory of socialism, the building of 
developed socialist society, the high level of development of 
the productive forces, and socialist relations of production, 
the flourishing of science and culture, have all resulted in 
the Soviet Union starting to create the material and tech¬ 
nical basis for communism. The building of communism in 
the USSR has become a practical matter in which every 
Soviet working person is involved and has become a task 
for today, not some distant future. 

The more or less simultaneous transition 
of the socialist countries to communism 

The transition from socialism to communism is inevi¬ 
table for all countries that have sot about to build a social¬ 
ist society. The building of communism in the USSR is 
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advance along a single, united front in building a commu¬ 
nist society. 

Communism is the age-old dream of mankind, fins dream 
is becoming a reality for all the countries of the world 
socialist system. In the final analysis, all mankind will 
come to communism. This is the inevitable result of social 
development. 

2. THE CREATION OF THE MATERIAL 
AND TECHNICAL BASIS OF COMMUNISM 

Communism is distinguished from socialism primarily 
in the higher level of development of its productive forces, 
so an essential condition for the transition from social¬ 
ism to communism is the creation of the material and 
technical basis of communism. 

To build the material and technical basis of communism 
means to raise the productive forces of society to a quali¬ 
tatively new level at which there is an abundance of ma¬ 
terial and cultural boons and the transition to communist 
relations becomes possible. 

The material and technical basis of communism is char¬ 
acterised by the domination in all industries of the nation¬ 
al economy of highly developed systems of machinery 
and mechanisms, which, given their scale and technical 
level, ensure the highest possible labour productivity, cre¬ 
ate the conditions for producing an abundance of material 
wealth and for going over to distribution according to 
needs. . 

In its scale and technical level, the material and techni¬ 
cal basis of communism will exceed that of socialism sub¬ 
stantially. The elements of the material and technical ba¬ 
sis of communism are created under the conditions of so¬ 
cialism, so the task is to provide broad scope for their 
further improvement and development making use of high¬ 
er rates of scientific and technical progress. “The close 
integration of science and production is an imperative of 
the contemporary epoch.” 1 

The creation of the material and technical basis of com¬ 
munism, states the CPSU Programme, “means complete 

1 Documents and Resolutions. The 26th Congress of the Com¬ 
munist Parly of the Soviet Union, p. 57. 
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“Everything novel created by scientific and technologi¬ 
cal thought should be assimilated without delay by engi¬ 
neering and embodied by it in highly efficient and reliable 
machines, instruments, and production lines.’ 1 

As engineering is developed, comprehensive mechanisa¬ 
tion will be introduced in industry, agriculture, construc¬ 
tion, transport, loading operations and the municipal econ¬ 
omy. Comprehensive mechanisation will embrace all stages 
of production, all production processes, and this will elimi¬ 
nate manual labour in both the main and ancillary jobs. 

Yet comprehensive mechanisation merely prepares the 
ground for automation of production. 

The material and technical basis of socialism contains 
only elements of automation of production, but during the 
building of the material and technical basis of commu¬ 
nism, automated machinery systems come to dominate. Com¬ 
prehensive automation of production is based on all-round 
mechanisation, with more and more automated shops and 
enterprises appearing, which ensure a high technical and 
economic efficiency. Cybernetics, computers and remote 
control systems will become widespread in industry, con¬ 
struction, transport, 1\ & D estimation, accounting and 
management. 

Automation and comprehensive mechanisation will serve 
as the material basis for socialist labour to develop into 
communist. When there is automation, labour changes in 
nature, ensuring a rise in the cultural and technical level 
of workers, the conditions are created for eliminating dif¬ 
ferences between mental and manual labour. 

Comprehensive mechanisation and automation of produc¬ 
tion processes are vital for promoting scientific and tech¬ 
nical progress in the national economy. 

Of major importance for creating the material and tech¬ 
nical basis of communism is the use of chemicals in the 
national economy. 

The use of chemical and synthetic materials makes pos¬ 
sible fundamental qualitative transformations in the key 
spheres of material production. These transformations per¬ 
mit a rapid increase in production, improvement of output 
quality and, at the same time, a reduction in capital out¬ 
lays and costs of production. 

1 Documents and Resolutions. The 20th Congress of the Com 
munist Parly of the Soviet Union, p. 57. 
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ture permits two basic, closely interconnected tasks to be 
resolved: (a) the attainment of an abundance of quality 
foodstuffs for the population and raw materials for indus¬ 
try; (b) a gradual transition in the Soviet countryside to 
communist social relations and elimination of the substan¬ 
tial differences between town and village. 

The key to fulfilling these grandiose tasks is intensifi¬ 
cation of agriculture, which is connected with the broad 
introduction of chemicals in agricultural production, the 
all-out development of irrigated farming, the introduction 
of comprehensive mechanisation and electrification of ag¬ 
riculture. 

A tremendous role is played in creating the material 
and technical basis by science and scientific and technical 
progress, in order that science “in addition to working on 
fundamental problems” might concentrate “its efforts in a 
larger measure on solving key economic problems and on 
discoveries that could bring about truly revolutionary 
changes in production”. 1 

The progress of science and technology allows the most 
effective use to he made of the riches and forces of nature 
in the people’s interests, new sources of energy to be dis¬ 
covered, new materials to be created, and methods to be 
developed for affecting climatic conditions and mastering 
outer space. The application of the achievements of the 
scientific and technological revolution is increasingly be¬ 
coming a decisive factor behind the mighty growth of so¬ 
ciety’s productive forces. Science, as Marx foresaw, is ful¬ 
ly becoming a direct productive force of society. 

The development of science and the introduction of its 
achievements into the national economy is a matter of par¬ 
ticular concern for the Communist party and socialist 
state. 

Of primary significance for creating a communist society 
is a steady and rapid growth of the productivity of labour. 
“Communism,” wrote Lenin, “is the higher productivity 
of labour—compared with that existing under capitalism— 
of voluntary, class-conscious and united workers employing 
advanced techniques.” 2 

As the productive forces develop, the relations of pro- 


1 Ibid., p. 55. 

2 V. I. Lenin, “A Great Beginning”, Collected Works, Vol. 29, 
p. 427. 
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I V. 1. Lenin, “'^h-Wing’ Childislmcss and the Petty-Bourgeois 
Mentality”, Collected Works, Vol. 27, p. 339. 
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The development 

of society’s chief productive force—man 

To create the material and technical basis of commu¬ 
nism means to achieve a high cultural and technical level 
of the working people, this being a vital condition for 
increasing their creative activity and changing the char¬ 
acter of labour. 

Under developed socialism, the working people already 
possess a high level of culture, education and skills. 

Thanks to comprehensive mechanisation and automation 
of production, the role of labour is coming increasingly to 
consist of the functions of operation, supervision, adjust¬ 
ment and improvement of automated machinery systems. 
This requires broadly developed and highly-qualified work¬ 
ers in all branches of the economy—industry, agriculture, 
construction, transport and so on. 

The level of technological development under communism 
will change not only the degree of man’s skills but also bis 
intellectual outlook. The necessary material conditions will 
bo created for the all-round development of each person’s 
abilities and talents and for him to enjoy a rich intellec¬ 
tual life. The transition to communism, the CPSU Pro¬ 
gramme states, presupposes education and training that will 
make people communist-minded and highly cultured, ca¬ 
pable of doing both physical and mental work, of taking 
an active part in the various social, governmental, scien¬ 
tific and cultural spheres. 


3. THE GROWTH 

OF SOCIALIST RELATIONS OF PRODUCTION 
INTO COMMUNIST ONES 

During the transition from socialism to communism, as 
the productive forces develop, the relations of production 
also develop and improve in close connection and mutual 
dependence with thorn. The growth of the productive lorces 
entails a gradual development of socialist relations of pro¬ 
duction into communist ones. 


From socialist to communist ownership 

Under socialism, the relations of production as we have 
seen are based on socialised socialist properly in its Lw 
form’s: public (of the whole people) and collective faim 

d "As"°the 6 \ransi tio n is made to communism, there is a 
gradual drawing together, and eventually a coalescence of 
the public aiul collective farm and co-operative iorms ol 
socialist ownership into a single, communist ownership 

by The G formatum P of one communist ownership by all the 
neonie will result from the all-round development and 
improvement of both public and collective farm and 

° P Public °property P will develop primarily quantitatively 
through the P broad-scale construction of new enterprises 
and expansion of existing ones in industry, agneuiture an ^ 
transport. The advance towards communism wi 11 be^ accom 
panied by a further expansion of the scale ol P « 

“Vubifc ^""'changes qU aUM, i» 

nection with the continuous rise m the degree of its 

srirKsssr rsasris; «> 

“Srtr^LS: ss 

la nf the country will be expanded and strengthened, 

Z social division of labour will be 
will specialisation and co-operation, and t 

01 As‘mfblk property grows, enterprises will become more 
advanced and develop info the enterprises of a communis 
society The characteristic features of this process ar . 
new machinery, a high standard ol production 
tion and efficiency through increased automation of pi 
duction operations and the introduction of automation i_i 
management and control, a rise in the cultural aud t0 ^ _ 
cal level of the workers, an increasing coalescence of p } 
ical and mental labour, an increase in the share of eng 
neers and technicians in enterprises, a promotion o emu 
lTtion and the application of scientific achievements, the 
best forms of labour organisation and the best metbo s 
raisingTabour productivity, broad participation by collec- 
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tives of the working people in running enterprises and the 
spread of communist forms of labour. 

There will be an increase in the significance of public 
ownership in the spheres of science, culture, medical care 
and domestic services. 

During tile building of communism, the sphere of in¬ 
fluence of public ownership expands, it will embrace in¬ 
creasingly the social forms of organisation of labour and 
life. 

The transition to one communist property presupposes 
also the all-out development and improvement oj collective 
farm and co-operative property. 

During the transition from socialism to communism, the 
level oj socialisation of collective farm production will rise. 
The non-distributable assets of the collective farms are 
constantly growing. 

As the non-distributable assets of collective farms devel¬ 
op and multiply, there is an increasing change in the 
qualitative content of collective farm and co-operative prop¬ 
erty. Presently the property of collective farms consists 
of modern machinery—tractors, combine-harvesters, motor 
vehicles, otc. The property of collective farms is the result 
of the collective labour of the farmers, of workers, engi¬ 
neers and scientists. 

The Soviet state spends huge amounts on training agri¬ 
cultural personnel, grants billions of roubles on credit to 
collective farms, providing them with seeds, foodstuffs and 
other loans. All this means that the public wealth of the 
collective farms is created with the help of the entire 
Soviet people. 

A tremendous role in increasing the socialisation of 
collective farm and co-operative property to the level of 
the property of the whole people is played by the socialist 
state’s policy of further developing agriculture. 

As the productive forces grow, inter-farm production links 
and the socialisation of farms leave the bounds of individ¬ 
ual farms. This process proceeds through a combination 
of the forces and means of collective farms in building 
inter-farm enterprises and cultural and other amenities, 
joint state-collective farm power stations, enterprises for 
the primary processing, storage and transportation of agri¬ 
cultural produce, various forms of construction, the pro¬ 
duction of building materials, and so on. 
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When several collective larms own such installations 
jointly, the property becomes increasingly like the proper y 

the^Xfoilh^velopment of the electrification 

re ject ve tarm mea J ol production with state, people's 
t ns proS J adh the joint organisation ol vano- 
types oi production becomes more and more *““* 

(>r maior significance for the rise of collective iaini 

the w“ 

P Tt“^h Go“l‘the CPSU iocused particularly on 

the development oi the agro-industrial comp exjhe Guide 

adK - -- “r Hi 

w«stSL n and agJcultural raw 
matenals. ^ o£ successiui realisation of the food 

o£ the storage, transportation, processing and delivery 

P Jlm'emertdco 1 andd^lpment of inter-farm and state 
an eS to enterprises will gradua ly transform 
collective farm and co-operative property into one of the 

W As e the°degree of socialisation of collective farm and co- 
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, Document, and Resolutions. The 26th Congress ol the Com- 
munist Party oj the Soviet Union, p. 19b. 
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in labour productivity will make collective farms economi¬ 
cally powerful and the farmers themselves will be well pro¬ 
vided lor, their requirements being met completely from 
the common economy of the collective farms. 

The transition to communism will bring a change in the 
character of the personal properly of the working people. 
Since, in communist society, the dominant principle is "from 
each according to his abilities, to each according to his 
needs", the personal savings, stocks, private houses and 
subsidiary farms to a great extent will lose any economic 
sense. Personal property under communism will consist 
mainly of actual items for personal use. 

During the transition to communism, on the basis of 
tlie high development of the 'productive forces the socio¬ 
economic differences in society will be overcome. 

Elimination of the socio-economic 
differences in society 

Socialism has eliminated the conflict between town and 
countryside. The interests of town and countryside now 
coincide and are directed towards a single goal—the build¬ 
ing of communism. But under socialism there are still sub¬ 
stantial differences between town and countryside that con¬ 
sist mainly in public (people’s) ownership of the means ol 
production predominating in the town and collective farm 
and co-operative in the countryside. 

The gradual drawing together and, subsequently, coa¬ 
lescence of public and collective farm and co-operative prop¬ 
erty create the conditions for overcoming the substantial 
differences between town and countryside. The ways to 
achieve the former are, at the same time, the ways to 
achieve the latter. 

“The social structure of the countryside is greatly in¬ 
fluenced by the drawing together of the two forms of social¬ 
ist property and by the development of mixed economic or¬ 
ganisations involving collective farms and state enter¬ 
prises." 1 - 

This process proceeds from the further development ox 
the productive forces and the saturation of agriculture 
with technology. 


‘ Ibid., p. 68. 
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application of the ates of industrial workers 
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J S ,Tour will become a variety of industrial 
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physical work is done intellectuals. Moreover, the 
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i The Bond to Communism, p. 532, 
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stratum, and physical workers reach the cultural and tech¬ 
nical level of mental workers. 

The building of communism erases the hounds between 
classes and establishes full social homogeneity. Under corn- 
man’’sm there will be no classes nor class differences and 
people will not differ in terms of their social position. 

Under communism full equality of people is accomplished. 
Tn communist society, people will have equal social 
positions, identical relations to the means of production, 
equal conditions of work and distribution. They will take 
a more active part in the management of public affairs. 
Harmonious relations will he consolidated between the in¬ 
dividual and society on the basis of the unity of social and 
personal interests. 

The building of communism will strengthen the social 
homogeneity of nations even more, will further the develop¬ 
ment of the common communist features of culture, morals, 
way of life, and a strengthening of mutual trust, and friend¬ 
ship between them. As communism is built, the exchange 
of material and intellectual riches between nations will 
grow in intensity and the contribution of each Soviet re¬ 
public to the common cause of building communism will 
grow. 

As pointed out at the 26th CPSU Congress, “the inten¬ 
sive economic and social devlopment of each of our repub¬ 
lics speeds up the process of their coming closer together in 
every field. National cultures are thriving and enriching 
one another, and we are witnessing the moulding of the 
culture of the whole Soviet people—a new social and inter¬ 
national community”. 1 

The victory of communism in the USSP will bring all 
the Soviet nations and nationalities closer together, strength¬ 
en their economic and ideological community, and develop 
the common, communist features of their intellectual ap¬ 
pearance. 

Labour—man’s prime necessity of life 

The rise in the asseU-to-worker ratio, elimination of the 
substantial differences between mental and physical labour, 
and the fostering of a communist attitude to work result 

1 Documents and Resolutions. The 26th Congress of the Com¬ 
munist Party of the Soviet Union, p. 74. 
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in the labour activities of each individual becoming a pnma 
necessity of life , a natural manifestation of the functions 

of a healthy body and mind. qnriptv 

Free, creative labour, labour for the sake of all society, 
will bring every working person creative joy and satisfac 

h 1t\SS^Lo7iSractivities into a 
rpeci+v of life of every oerson will engender a new c 
„ist attitude to labour. Describing 

Scr Tense offlTES h labour performed gratm for 
the benefit of society, labour performed not as a deVito 
dutv, not for the purpose of obtaining a nght ^ 

ve ° ra 

has become a habit to work for the common good and 

the "common good-labour 

«£ ■etv b Tbo n pTson 

emerge under the conditions of ^fcourse of the 

^^isrinr^f^r^soei, 

““ society is a society of labour. The P»rty 

iTbTTnoTonly more produrtivTbut also more interesting 

a "communism and labour are inseparable which is why 
the fostering of a love and respect for labour as a prim. 

“STmT S a”— ist attitude to labour is a 


i v I Lenin, “From tho Destruction of the Old Social System to 
the Creation of the Now”, Collected Works, Vol. 30, p. 517. 
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tremendously important task in the building of communism. 
Educational work must pivot on the development of a com¬ 
munist attitude to labour in all members of society. Labour 
for the benefit of society is the sacred duty of everyone. 

A major role in fostering a communist attitude to labour 
belongs to the trades unions, the Leninist Young Commu¬ 
nist League and Soviet schools. 

As Lenin put it, trades unions are the school of commu¬ 
nism. They organise socialist emulation, spread advanced 
methods and forms of labour, and carry out considerable 
cultural work on a mass scale among the working people. 

The Young Communist League also plays a major part in 
cultivating a communist attitude to labour in young people. 
The Young Communist League mobilises young people for 
feats of labour, fostering in the young builders of com¬ 
munism a feeling of responsibility before society. 

Of great significance in the cultivation of a communist 
attitude to labour is schooling. The Soviet school sets it¬ 
self the task of moulding not only diversely educated 
people, but also ones capable of working, of producing 
material wealth. 

A communist attitude to labour is expressed in a self¬ 
less struggle to fulfil and overfulfil the national economic 
plans, in the development of socialist emulation, particularly 
competition for the title of communist labour shock 
worker and work collective, in such mass scale patriot¬ 
ic movements of the Soviet people as that for the develop¬ 
ment of the virgin and fallow lands, in the construction of 
the Baikal-Amur Railway, and so on. 

A clear example of a communist attitude to labour is the 
mass movement for communist labour, in which hundreds 
of thousands of work collectives participate: work teams, 
production sections, workshops, and enterprises. The partic¬ 
ipants in the movement implement the slogan: “Learn to 
work and live in a communist way!” 

Communist labour shock workers strive to ensure that 
relations in every-day life, the family and day-to-day con¬ 
tacts with other people meet the high demands made by 
communist morality. The builder of communism is a per¬ 
son of high ideals and moral principles. This is manifested 
concretely in the moral code of the builder of communism, 
declared in the CPSU Programme. 

The development and improvement of socialist relations 
of production during the construction of a communist so- 


ciety are also expressed in the development of the forms of 
distribution of material and intellectual boons. 


Distribution according to needs 

Under communism, the socialist principle of “from each 
according to his abilities, to each accordmg to work done 
will be replaced by the communist one of fiom eac “ ® 
cording Jhis abilities, to each according to h,s needs . 

Marx wrote: “After the enslaving subordination of he 

individual to the division of labour, ^herewi 1 

the antithesis between mental and physical labour, ha. 
vanished- after labour, has become not only a means of life, 
but life’s prime want; after the productive * or ° es . a ] 

increased with the all-round devdopment of the mdi’udu.h 
cmrl all the sorings of co-operative wealth flow more ami 
dantly^X hen can the narrow horizon of bourgeois 
riuht be crossed in its entirety and society inscribe on its 
banners: From each according to lus ability, to each a 

in The most imports nt thing for the to ‘Xcfen 

munist distribution principle is for a level of P ° 

development to be attained that can provid,e an ahnntaice 
of material and cultural boons, which means that the*M 
plenty of everything in society: means of production an 
consumer goods-foodstuffs, clothing, footwear, and cultural 
and lTvTng conditions-schools, theatres, enemas, radios, 

he understood &££&£*£ 

coMingT ne g eds e presupposes satisfaction of the require¬ 
ments^ a highly cultured, highly educated person who re- 
„ a .i E *y, n nilps of living in a communist society. 
SP ComtnM fofms of'distribution do not appear immedi- 


, K . Marx and F. Engels, Selected Works In three volumes, 
Vol. 3, p. 19. 
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ately in their developed and final form; al first they will 
coexist with forms of socialist distribution according to 
work done. There will be a gradual transition from the 
socialist principle of distribution according to work done to 
the communist one of distribution according to needs. 

During the transition from socialism to communism a 
growing share of the material and cultural boons will be 
distributed among the members of society through the social 
consumption funds, irrespective of the quantity and quality 
of their labour, i.e., free of charge, gratis. 

The social consumption funds provide the population with 
free medical care, free education and training skills, al¬ 
lowances, pensions, student grants, paid holidays, free and 
subsidised trips to sanatoria and holiday homes, and a 
number of oilier payments and privileges. 

The growth of the social consumption funds will make 
possible a considerable advance in the practical imphunen- 
I a lion of the communist distribution principle. 

The development and improvement- of relations of pro¬ 
duction give rise, during the transition to communism, to 
the need for changes in the infrastructure, too. 

The political organisation of society 
in the period of the transition 
to communism 

Marxism-Leninism teaches that the state is the political 
infrastructure on the economic basis. Changes in the latter 
engender changes in the former. 

Thus, the dictatorship of the proletariat, established as a 
result of the victory of the October Revolution, which elim¬ 
inated the exploiting classes and ensured the full and 
final victory of socialism and society’s transition to building 
communism, has ceased to be necessary in the USSR from 
the point of view of the tasks involved in the country’s 
internal development. The historical mission of the working 
class—to build communism- has become a task of the whole 
people. The Soviet socialist state that emerged initially as 
a dictatorship of the working class has become a state of 
the whole people, an organ expressing the will of the whole 
people. 

“The Union of Soviet Socialist Republics,” runs Article 1 
of the Constitution of the USSR, “is a socialist state of 
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the whole people, expressing the will and interests of 
workers, peasants, and intelligentsia, the working people of 
all the nations and nationalities of the country. 

The state of the whole people is a new stage in the 
development of the socialist state, an outstanding landmark 
in the transformation of socialist statehood into communist 

social self-government. „ . B „i. t 

The socialist state of the whole people continues to hght 
for the cause of the proletarian dictatorship and serves as 
the organising body in fulfilling the tasks of building 

C °The U supreme goal of the Soviet stato is to build a class¬ 
less communist society, in which communist social ad¬ 
ministration will be developed The chief tasks ° f . . 
cialist state of the whole people are: to create *e^ cial 
and technical: basis of communism, improve socialist social 
relations and transform them into communist one . mould 
the man of communist society, raise the material and^cul¬ 
tural standard of living of the working people, ensure the 
country’s security, help to strengthen peace and develop 

international co-operation. . -tatolmnd 

The main line in the development of socialist statehood 

under contemporary conditions is the all-round develop 
ment and improvement of socialist democracy acUve partic¬ 
ipation bv all members of society m running the state and 
managing economic and cultural development, improvement 
of the work of the state machine and strengthening of 

neonlc’° control over its activities. . 

p Under developed socialism, particular significance is ac¬ 
quired bv improvement of those state executive organs that 
organise economic and cultural development, since they have 
a tremendous future before them. Uuder communism, they 
will, having lost their political character, grow into the 

organs of social self-government required "Xiralli e 
complex and diverse processes of economic and culture li . 

Once a communist society has been bui t, ron J 
of view of internal conditions there will no longer he a 
need for a state. From that of external conditions, however, 
the state can only wither away completely once communism 
has triumphed throughout the world. While^imperialism 
survives and there are imperialist countries, such state 


' Constitution (Fundamental Law) of the Union of Soviet So 
cialist Republics, p. 49. 
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organs as armed forces must be strengthened as much as 
possible. So the state will remain under communism, too, 
as long as there is a threat of imperialist aggression. 

Consequently, for the state to wither away completely, 
both the necessary internal conditions—the. building of a 
communist society, and the external ones—victory and con¬ 
solidation of socialism internationally, must be created. 

The state will continue to exist for a long time after the 
victory of the first, phase of communism. The withering away 
of the state will bo a long, drawn-out process, covering a 
whole historical epoch, and will only be complete when 
society is fully mature and ready for self-government. Only 
once a developed communist society has boon built in the 
USSR and socialism has triumphed and been consolidated 
internationally will the need for a state disappear and the 
state wither away. 

The Marxist-Leninist party 

in the period of communist construction 

Leninism teaches that, the successful building of socialism 
and communism is only possible under the guidance of a 
Marxist,-Leninist party, armed with advanced theory, tem¬ 
pered in battle, enjoying the working people’s trust and 
capable of expressing the mood of the masses and influenc¬ 
ing them. . 

The leading and directing force of Soviet society, the core 
of its political svstem, of public and social organisations 
is the Communist Party of the Soviet Union. The CPSU 
exists for the peonlo and serves the people. 

Armed with Marxist-Leninist teaching, the Communist. 
Party determines the general prospects for society’s devel¬ 
opment, the line of the USSR’s internal and foreign policy; 
it guides the great creative activities of the Soviet people, 
making its drive for the victory of communism planned, 
balanced and scientifically substantiated in character. 

As society advances towards communism, the role and 
significance of the Marxist-Leninist party grows and grows. 
The increasing role and significance of the Communist 
Party as the guiding force of Soviet society results from 
the growing scale and complexity of the tasks involved in 
building communism, the rising creative activity of the 
masses, tho involvement of millions of working people in 
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x'aiming ailairs oi state and production, a further develop¬ 
ment of socialist democracy, an increase in the role 
social organisations and the growing sigmhcanco ol the 

theory of scientific communism. 

Armed with a knowledge of the laws governing the devel¬ 
opment ol society, the Communist Party ensures correct 
management of ail the work in building communism gn ng 
it an 8 organised, planned, balanced and scientihcally sub 

slantiatcd character. Marxist- 

The guiding and organising activities oi the Mar 

Leninist part/are the main condition lor the working class 
to exert the decisive influence on the development oi 

new^omery £aitil£ulnesa t0 the principles ol Marxism- 

Leninism, to the interests oi the working class and aUthe 
working people, the strengthening of the unity ol the Par y 
“opte, P coistHute the earnest of the successlnl tulfi ; 
ment of Lenin’s behests, of the further victory of the rero 
iutionary cause, the cause oi communism. 

* * * 

The Soviet people, under the leadership oi the Communist 
Party, aTsuSsfilly building their bright luturo-com- 

‘TeTa hundred years ago, in the Manifesto of the Com¬ 
munist Party, Marx and Engels wrote: m -, S S courageous 
Europe-the spectre oi Communism. 1 ihe courageous 

selfless struggle of tho working people of ail countries 
brought mankind closer to communism. A very long p 
soaked with the blood oi those who have fought lor the 
happiness of the people had to he covered beiore com 
n sm wMch was nLo more than a dream, could become 
a mighty force oi today, a society which is being built 

TveTyArste/ma^bTtt Soviet people towards com 

inunism inspires the working masses o£ the capitalist corn 
tries in the struggle for liberation from social oppressio , 
and accelerates the triumph oi the ideas oi Marxism- 
Leninism, the ideas of communism throughout the wori . 

i K Marx and F. Engels, “Manifesto oi the Communist 
Party", kail Marx and Frederick Engels, Collected Works, Vo. , 
p. 481.’ 












































The communist path is the path of the peoples of the 
whole world. From capitalism to communism—that is the 
way mankind is developing. 

REVISION EXERCISES 

1. What are the common features of socialism and com¬ 
munism? 

2. What are the differences between communism and so¬ 
cialism? 

3. The inevitability of the development of socialism into 
communism. 

4. What are the ways of creating the material and tech¬ 
nical basis of communism? 

5. In what is the development of the chief productive force 
of society—man—expressed? 

6 . What changes take place in socialist property as it 
develops into communist property? 

7. Which socio-economic differences disappear during the 
transition to communism and how does this take placo? 

8 . Describe labour as the prime necessity of life. 

9. The communist principle of the distribution of material 
wealth. 

10. The change in the political organisation of society in 
the period of the transition to communism. 

11. The role of the Marxist-Leninist party in building 
communism. 
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